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“YOU GOTTA EXCUSE NICK'S VANITY... HE NEVER HAD 
ANY EYEBROWS BEFORE WE GOT TH’ NEW EQUIPMENT!” 


The lasting, attractive finish not only reflects 
Nick’s countenance but also is an outward indication 


of fine workmanship throughout I-T-E switchgear. 


AIR SWITCHGEAR 


IMMERSED IN AIR © ENCASED IN STEEL 
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Barber 

Regulators 

are Vital 

, for Gas 

Re 4 Saving 


A. Test- 
Laboratory. 
es V4" up. 


EIS PENTA | 


| economy on every 

type of gas fuel is a necessary 
part of the war program. Every public service corporation 
can help to promote maximum efficiency in the use of gas by 
advising the installation of reliable pressure regulators. You 
can safely recommend to your customers the use of Barber 
Regulators, which have long been recognized as mechanically 
perfect, highly dependable in action, and certain to give finer 
performance and greater fuel economy from any gas ap- 
pliance. ; 


The facilities of our company are now largely engaged 
upon essential war equipment. For those restricted purposes 
Thos fox tune Fase % for which the sale of our regular products is permitted, we 
ite for new Catalog are continuing to supply them. When normal conditions 

Prices om Barber again prevail, Barber will be well equipped to render its 


version and Appliance % 
ers, and Regulators. Customary service to the trade on burners and regulators. 


E BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


SARBER oscssuns REGULATORS 


rber Burners For Warm Air Furnaces, Steam and Hot Water Boilers and Gas Appliances 


Vv 
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Smooth Easy Threading 
Oct : 
rectiou * 


—handle to head , 
to chasers Floating Posts 
Carry No Load 
in this 
| ee 
IN ( No cock- Poster 


on Threader 


i 
i 
i 


j 


“I {threading 


i’ 


HIS RIGAIb No. 1R die stock gives you 
faster, easier threading of 1” to 2” pipe — its 
tion is direct, in a straight line from handle to 
ad to chasers. No chance for cocking or wob- 
ing, you use less muscle, you cut smoother 
eads. Posts carry no load, merely taper the 
reads, and they’re separately replaceable. Al- 
ost automatic foolproof workholders set to size 
stantly, speed the work—no bushings to fool with. 
lloy or high-speed steel chaser dies. A rugged 
eel and malleable tool—yours at a popular price. 
sk for a Feit@exut> No. 1R at your Supply House. 


THE RIDGE TOOL COMPANY, ELYRIA, OHIO, U.S.A. 


Riksib 
[+ PIPE TOOLS + | 
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Pages with the Editors 


W: were intrigued by an editorial pro- 
nouncement which recently appeared in 
an issue of our esteemed contemporary, Elec- 
trical World, concerning the relative attractive- 
ness of employment in the electric utility busi- 
ness as compared with other industrial lines. 
This editorial ended with the following few 
sentences : 

“The glamour that once surrounded elec- 
tric power has now been placed by youth on 
airplanes or electronics or some other new 
industry. They offer new and vast oppor- 
tunities. Those alert and imaginative brains 
are needed in the utility business, but secu- 
rity of employment is too tame a lure when 
initiative is on the prowl.” 


WE do not take issue with the general tenor 
of this editorial, which appeared to us both 
competently conceived and soundly developed. 
But is it strictly true that the “glamour” once 
surrounding electric power has gone? Maybe 
it has. But we don't like to think so. For once 
an industry loses its challenge for youth, it 
has itself reached the age of maturity. We 
have always liked to think of the electric power 
industry and every other utility industry as 
young and vital and continuously dynamic. 


M. R. KYNASTON 


A new era comes for an old holding company 
system. 


(See Pace 479) 
APR. 15, 1943 


E. F. DOWNS 


Is the superhighway really a super-white 
elephant? 


(SEE Pace 465) 


Bast experience with the gas industry and 
the common carriers indicates the danger of 
quick decisions on the subject of whether or 
not an industry is “through,” or a “has been.” 
When the electric light bulb came into general 
use around the turn of the century, the gas in- 
dustry, then largely dependent upon illuminat- 
ing business, was written off by many experts 
as a static if not a decadent enterprise. But the 
gas industry went out and found other ways to 
use gas and now it is bigger and better than 
ever. The public calling of common carrier 
transportation has endured one change after 
another since the camel pack trails of biblical 
times. 


¥ 


OBODY is suggesting, of course, that the 
electric power industry has reached its 

peak of production or anywhere near it. We 
are still concerned only with that remark about 
“glamour.” True, the small boy who used to 
stand at the depot and stare bug-eyed at a 
panting locomotive can now be found at the air- 
port thrilling to the sight of a transport plane 
warming up. the same token, the boy who 
used to fiddle with storage batteries and “mon- 
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Compare these actual 


results with guaranteed 


performance 


Guaran- 
Actual teed 


Drum Pressure 864|bs. 862 Ibs. 
Steam Temp. 902 F 900F 


Gas Temperatures 
Leaving Boiler 723.4F 775F 


Leaving Econ. 445.8F 470F 
Leaving Air 
Heater 305 F 322F 


Air Leaving 
Air Heater 498 F 488F 


Draft 
Boiler Outlet 2.2 in. 2.8 in. 


Econ. Outlet 3.7 in. 4.0 in. 


: fl Air Heater 
| | | Outlet 5.4 in. 6.9 in. 





Results from Riley Units consis- 


— tently exceed guaranteed per- 
aa 2 formance. It is because of the 
eral outstanding performance and 
hi trouble-free operation of Riley 
erts | units that so many companies have 
oe ; recently swung to Riley equipment. 
han 

a Commonwealth & Southern Corp. 
cal Central Ill. Light Co., Peoria, Ill. 


375,000 Ibs./hr. Riley Unit. 


“? RILEY STOKER CORPORATION 


‘2 WORCESTER, MASS. 
; a BOSTON NEW YORK PHILADELPHIA PITTSBURGH BUFFALO CLEVELAND DETROIT SEATTLE 
ir- ST. Louis CINCINNATI HOUSTON CHICAGO ST. PAUL KANSAS CITY LOS ANGELES ATLANTA 
ne COMPLETE STEAM GENERATING UNITS 

BOILERS - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 


m- PULVERIZERS - BURNERS - MECHANICAL STOKERS - STEEL-CLAD INSULATED SETTINGS 
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g PAGES WITH THE EDITORS (Continued) 


key” with radios now has his attention chal- 
lenged by the promising marv els of television 
and a myriad of electronic improvements. 


But back of all these fantastic promises of 
the future is the old electric power line—yes, 
and to some extent the old telephone line. 
When television comes into popular use it will 
be powered by electricity and largely trans- 
mitted by telephonic art. No matter how many 
and how intricate electronic improvements may 
be, the story will be the same—central station 
service. It is truly the handmaiden of the 
future. 


VIEWED in this light, the “glamour” has nct 
departed from the electric utility business or 
from the other utilities. It remains for utility 
men to stake their claims in these new fields of 
endeavor. It remains for them to win recogni- 
tion of the fact that electric ,art is funda- 
mentally the be-all and end-all of the wildest 
dreams which the Sunday supplement writers 
can feature to capture the imagination of 
young America. The glamour is still there and 
it will remain there. What is needed is a little 
nail polish and manicuring, so to speak, to bring 
out its luster. 


WHEN it comes to glamour the electric 
power industry is still the Mae West of all the 
industrial arts. But some may fail to recog- 
nize her if she continues to go in for Mother 
Hubbards and publicity-shy routines. 


* 


N this issue we welcome the opportunity of 

introducing a newcomer to our pages, 
CHAIRMAN R. W. PETERSON of the Wisconsin 
Public Service Commission. His article on 
“Tax Discrimination against Private Utility 
Customers” begins on page 473. CHAIRMAN 
PETERSON was appointed to his present post on 
October 6, 1939. He began his career as a 
private attorney in the city of Berlin, Green 
Lake county, Wisconsin. He was district at- 
torney of that county for eight years, and 
later represented it in the state legislature for 
six years, during four of which he was Re- 
publican floor leader. 


¥ 


HE opening article on trade barriers with 

respect to common carriers is the joint 
product of E. F. Downs, Chicago engineer 
and statistician, and S. J. KoNENKAmp, Chi- 
cago attorney. Mr. Downs, who has pre- 
viously written for us, is a recognized expert 
on transportation economics who has pioneered 
in his development of comparisons in traffic 
capacity factors. The highway studies dis- 
cussed in this article were initiated as a by- 
product of public transportation studies and 
investigations in Middle West cities. 


Messrs. Downs and KoNENKAMP are ortho- 
dox in their beliefs, summing up tax spending 
in two concepts: outgo less than income equals 
horse sense; outgo greater than income equals 
nonsense. They feel quite strongly that when 
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L. D. FARRAR 


Is the OPA a vk FACTO regulator of 
public utility rates? 


(SEE PAGE 486) 


the beneficiaries are unwilling or unable to pay 
the costs of a development, then that develop- 
ment is without economic justification. Super- 
highways can be justified, they say, only when 
potential toll collections make feasible the is- 
suance of revenue bonds to finance construc- 
tion. 


¥ 


R. KyNaAstTon, whose article on recent 
M. developments in the United Gas Im- 
provement situation appears on page 479, is 
by profession a dealer in securities with offices 
in Washington, D. C. As an avocation he is a 
writer on matters dealing with business 
economics and finance. 


> 


NOTHER newcomer to our pages in this issue 
A is Larston D. FARRAR, whose work may 
be familiar to some of our readers as the re- 
sult of his numerous contributions to Nation’s 
Business. Mr. FARRAR is a native of Birming- 
ham, Alabama. He is a graduate of Millsaps 
College (AB) of Jackson, Mississippi, and a 
former secretary of the Corinth (Mississippi) 
Association of Commerce and secretary-man- 
ager of the Johnson City (Tennessee) Cham- 
ber of Commerce. He is now residing in 
Washington, D. C., where he is associate editor 
of Nation’s Business. 


THE next number of this magazine will be 
out April 29th. 


A. Gob:te, 
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Management needs weapons that turn facts into action! 


*''Fact-Power'’—the visual organization of graphically recorded facts. 


What factor is the key to the initial suc- 


cess that leads to final Victory? 

We say, without reservation, ‘‘Fact- 
power!"’ With ‘‘Fact-power’’ America and 
its allies have moved forward with in- 
credible speed because ‘‘ Fact-power’’— 
the visual organization of graphically re- 
corded facts—is the weapon management 
uses to create, plan, order, build, produce 
and ship countless things to the United 
Nations forces on every front. ‘‘Fact- 
power” is the weapon that will continue 
to tell the United Nations the truth of 
how much, how many and how soon. 

In countless instances in war plants all 
overthe nation, Kardex Systems of Record 
Control have proven in action that they 
are a vital cog in our huge production 
wheel. Kardex shows the facts, speeds 
the decisions that spell defeat for the 
Axis. Kardex gets the kind of action the 
United Nations want by flashing the facts 





on sight by the visible margin system 
with exclusive Graph-A-Matic signalling. 
Get the facts on Kardex now. Write to 
Remington Rand, Inc., Systems Division, 
Buffalo, N. Y., for sample forms and cat- 
alog on the new Wood Administrator 
Kardex line. No obligation whatever. 


WOOD KARDEX 


Remington Rand now produces Kardex in 
wood without changing in any way the 
signal and control features that have made 
Kardex world famous. And it’s built for 
permanent use, too. No critical materials 
are used, 





RKarder... the Production Caan 
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YEARS 
4 of 
SERVICE 


: with 
" -no trouble 
-no maintenance 


Last fall a check was made 
by Vulcan engineers on a soot- 
blower unit installed 4 years 
before in a twin furnace steam 
generator job at Oil City, Pa. 


The engineers found that 

the unit had completed its 4th 

ct year of operation without one 

instance of servicing, repair, 

or maintenance having been 
required. 


Because of the advance de- 


VULCAN 


SOOT BLOWERS 


sign of this boiler, involving 
new features in soot-blower 
design and construction, 
Vulcan engineers had inspect- 
ed the installation regularly 
for many months. But the en- 
gineering was sound. No trou- 
ble of any sort developed. Op- 
erators reported perfect clean- 
ing, reasonable cost — and 
VULCAN Soot Blowers were 
again specified on a duplicate 
steam generator installation! 


Write for Details Today 


VULCAN SOOT BLOWER CORPORATION - DU BOIS - PENNA. 


GLC 


SOOT BLOWERS 
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Vice President of the United States. 


APR. 15, 1943 


Remarkable Remarks 


“There never was in the world two opinions alike.” 


—MONTAIGNE 





“In time of war we can never say that anything cannot 
be done.” 


¥ 


“All wisdom is not centered in Washington. All direc- 
tion cannot come from Washington.” 


* 


“To kill a business, first place a $1 ceiling on its product; 
then allow others to charge it $1.10 for raw material.” 


¥ 


“Government deficits out of control are the seed of 
disastrous inflation. No one disputes that and all must 
be aware of it.” 


¥ 


“Those who believe in free private enterprise will have 
to fight for it incessantly and all along the line during 
and after the war.” 


¥ 


“If collectivism comes to America it will come by de- 
fault on the part of the good citizens rather than design 
on the part of revolutionaries.” 


a 


“Bureaucracy and bossism, working hand in hand, have 
built for themselves during the last ten years a domain of 
wealth and power that has never been known in history, 
except, perhaps, in ancient Rome.” 


So 
“There are too many who are trying to win the war 
with one hand and overthrow the system of free enterprise 
and democracy with the other. There is too much testing 
of theories and sociological experimentation.” 


& 

“After the war, railroads will be confronted with 
‘superliners,’ both aerial and marine, ‘superhighways, 
‘superpower, and ‘superpipelines.’ The former carriers 
must be transformed into ‘super-railroads,’ too.” 


» 


“The American public will not forget, and will not 
condone, any attempts to use the unavoidable shortages 
and restrictions of war time as a basis for a partisan cam- 
paign to undermine confidence in the government.” 


12 
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These booklets, folders and 
tables are typical of the valu- 
able wartime helps that Bur- 
roughs offers to users. They 
are designed to help users take 
full advantage of the time and 
labor saving features provided 
by their Burroughs machines 
—to aid them in getting the 
most out of their present 
equipment. For these and other 
oe wartime accounting helps, call 
UNIT VALUE~8 ey | : gis: the local Burroughs office. 
name ko BURROUGHS 
ern ae , ADDING MACHINE COMPANY 
DETROIT, MICHIGAN 


|e UNIT 


Burroughs 
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Haroip E. StTassEN 
Governor of Minnesota. 


EpITORIAL STATEMENT 
The New York Times. 


Harry F. Byrp 
U. S. Senator from Virginia. 


EpiTorIAL STATEMENT 
Electrical World. 


En mL TH 


FREDERICK C, CRAWFORD 
President, National Association of 
Manufacturers. 


Epwarp V. RICKENBACKER 
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Martin T. BENNETT 
Chief, gas production section, 
power division, War Produc- 

tion Board. 


Epitort1aL STATEMENT 
New England Letter, First National 
Bank of Boston. 
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“Tt can well be said that if we walk over very man 
war time bridges with the devil at our side, we will find 
him at our side when we sit down to work out the — 
PCACE os” 4 


* 


“The more the administration’s wage policy and new 
48-hour order are studied the more ill-fitted they seem to 
solve either the problem of man power or the problem b 
of inflation.” 4 


+. 


“We cannot economize on a single dollar necessary to 
win the war, but under our present financial condition ~ 
and the obligations that confront us we must use for many © 
years to come our resources with prudence and wisdom.” — 


y 


“Whether it has been money to provide an adequate 
supply of power, or losing trained engineers and operat- 
ors, or giving up some pet method or some apparatus on 
order, or converting from oil, or expanding the coal 
pile, the utilities have asked but one question—will it help 
the war effort?” 

we 

“To criticize and yet be able to codperate at the same 
time has been a peculiarly ‘new world’ blessing. . . . This 
spirit of fighting for what you believe and codperating 
for what you want has characterized our elections; it has 
characterized our business competition.” 


5 


“We hear a lot nowadays about the shortage of man- 
power hours. It is not the shortage of man-power hours 
that is slowing up the badly needed production of our war 
weapons and supplies. No—but it is the shortage of pro- 
ductive man-power hours, for again none of us are pro- 
ducing so much that we cannot—all of us—produce a little 
more.” 


* 


“The operating man is now faced with the probability 
of having to make [manufactured] gas out of just about 
anything he can get. Even though we recognize the ex- 
tremely important position of public utilities in the over- 
all war program, we must also recognize that not even 
the utility industry is doing its all until it does everything 
it can do to get along with what it has.” 


¥ 


“The problems before us in war time and after will be 
the greatest we have known. We-have the tools, re- 
sources, man power, and management to cope with what- 
ever may come. But this is not enough. Opportunities 
for a vigorous, forward advance may slip through our 
grasp if we destroy incentive and throttle private initia- 
tive, which have been the creative forces in the building 
of this nation.” 
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BOILERS ... The C-E Boiler line includes virtually all water. 
tube and fire-tube types in commercial use today for both 
stationary and marine applications. 


BENT TUBE—2, 3, 4 and multi-drum designs 

STRAIGHT TUBE—sectional header, box head 

FIRE TUBE—hrt, vertical, internally fired, locomotive type 
WASTE HEAT—straight tube, bent tube, fire tube 

FORCED CIRCULATION—stationary, marine, Diesel waste heat 





(C-E Boilers include all types known by the trade names — Heine, Walsh 
Weidner, Casey-Hedges, Ladd and Nuway) 


SUPERH EATERS .»» The complete line includes var 


ous designs suitable for any superheat requirement and op- 
plicable to practically all types and sizes of boilers; als 


Many of the most notable 
separately-fired designs. 


boiler units now in service in 
utility plants are C-E Units. (Known by the trade name -Elesco) 


COMBUSTION 


AAC AN VKER 
VS AND STOKER 
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STOKERS . » » Combustion Engineering has the most com- 


prehensive line of stokers of any manufacturer. 


UNDERFEED—multiple retort, single retort, (five types) 
CHAIN GRATE—(four types) 

TRAVELING GRATE—(three types) 

SPREADER 


(C-E Stokers include all types known by the trade names Coxe, Green, 
Type E, Low Ram and Skelly) 


PULVERIZED FUEL EQUIPMENT... +. 


application of pulverizéd fuel firing to power boilers was 
pioneered by Combustion Engineering. C-E developments which 
include the use of water cooled walls and water screens, C-E 
Raymond Mills and C-E Burners are largely responsible for the 
position of eminence which pulverized fuel firing holds today in 
the field of steam generation. 


(Includes equipment known by the trade names Raymond and Lopulco) 


FURNACES ... C-E Furnaces feature both plain tube and 


extended surface water cooled wall construction; also both dry 
and slagging bottom designs. 


RELATED EQUIPMENT. . « In addition to its ex- 


tensive line of steam generating and fuel burning equipment 
Combustion Engineering offers: 


AIR HEATERS—plate type, tubular type 
ECONOMIZERS — Continuous loop design, flanged joint design — both 
fin tube type 


(Economizers are known by the trade name Elesco) 


COMPLETE UNITS . - . Built in suitable combinations 


of boiler, fuel burning and related equipment for any fuel and 
for capacities ranging from 1000 to over 1,000,000 Ib of steam 
per hr. Also complete units of standard design known by the 
trade names C-E Steam Generator, Type VU and Type VU-Z. 


ENGINEERING 


OMBUSTION ENGINEERING 
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A BETTER DOOR 


either way you look at it! 








As you can see from this “two-side” illustration of 
the Kinnear Wood Rolling Door you can get the 
efficiency, space-saving coiling upward action of Kin- 
near Steel Rolling Doors in spite of wartime contin- 
gencies. And at the same time you'll have durability 
and protection that has been thoroughly proved on 
numerous installations for many years! 


The interlocking slat curtain of the Wood Rolling 
Door is assembled for strength, weather protection 
and smooth coiling operation. Spring counterbalanced 
and storing itself compactly above the opening, it, 
affords the maximum economy of manpower and 
space — as well as war vital materials! It is built in 
any size, manual or motor operated, and suited to 
old or new installations. Write today for complete 
details. THE KINNEAR MANUFACTURING 
COMPANY, 2060-80 Fields Ave., Columbus, Ohio. 


- eo. KINNEAR 
DOORWAYS ROLLIAG DOORS 
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EGRY BUSINESS SYSTEMS 
HELP MEET 


THE TYPEWRITER 
SHORTAGE 





modern single 


the . rec- 
Forms, asiness 
writing a  eepleaved 
se 


THE EGRY REGISTER COMPANY «e Dayton, Ohio 
EGRY CONTINUOUS FORMS LIMITED, King and Dufferin Sts., Toronto, Ontario, Canada. 
Egry maintains sales agencies in all principal cities. 
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THE MERCOID CATALOG IS A GOOD REFERENCE BOOK WHEN IN NEED 
OF AUTOMATIC CONTROLS. A COPY WILL BE SENT UPON REQUEST. 


The Mercoid Corporation, 4219 Belmont Avenue, Chicago, Ill. 
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= SAVE 50% 
IN TIME AND MONEY WITH 

















THE ONE-STEP METHOD 


OF BILL ANALYSIS 











HAT effect is the war production program having on your bill dis- 
tribution? Analysis of customer usage data will provide the answer to 
this important question. In addition to a knowledge of the existing situation, 
certain trends may be disclosed, a knowledge of which may be of considerable 
importance to you under circumstances where the picture is rapidly changing. 


The One Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 


We will be glad to tell you more in detail about this accurate, rapid and 
economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One Step Method of Bill Analysis.” 


Recording & Statistical Corporation 
Utilities Division 
102 Maiden Lane, New York, N. Y. 


Boston Chicago Detroit Montreal Toronto 
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TEST MADE AT APPROXIMATELY IOOOFEET GROSS HEAD 


EFFICIENCY — PER CENT 


30000 40000 50000 
HORSEPOWER 


FIELD TEST CURVE 


for 
60,000 H.P.—925 NET HEAD—450 RP 
VERTICAL FRANCIS TURBINE 


Built by 


Newport News Shipbuilding and Dry Dock Company 
(Hydraulic Turbine Division) | : 


Newport News, Virginia 


Our facilities for building turbines, 
valves, rack rakes, gates, etc., are now in 
use for constructing ships for the Navy. 


—— | 
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DO YOU KNOW THESE FACTS ABOUT 


TRANWSITE DOCTS 7? 


sie TRANSITE 


Cee ee ee 
ee 


oa 
So 
So 
[J 
= 


This durable duet is for use under- 
ground, or on exposed locations 
without a protective casing . .. 


Under sustained earth loads and 


.- ln addition, both Transite Con- 
duit and Transite Korduct have 
these characteristics ... 


1. Incombustible— Made of asbestos 
and cement, they cannot burn... will 
not contribute to the formation of 
dangerous smoke, fumes or gases. 
eo, ete vely ey se plese to orig .. .Transite 
Wally unaffected by corrosive soils... ucts are non-metallic and inorganic 
} ... unaffected by electrolysis, 
3. Smooth bore — Making cable pulls 
easier, both at initial installation and 
after years of service. 
4. Easily installed—Lining up is fast 
and accurate because Transite Ducts 
eters combine light weight, long lengths, 
its cost is low and, in service, it is simple assembly. 
much more economical than other For details and specificati i 
ace pecifications, write 
ot ovhing for Data Book DS-410. Johns- 
Manville, 22 E. 40th St., New York. 


MAINTENANCE CHART 
rT =a 


Ti Johns-Manwill eee 
TRANSITE Dv CTS ] TRANSITE CONDUIT— 
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HELPING TO MEET AMERICA’S WARTIME NEEDS 


UNDELAYED AIR-RAID WARNINGS can now be sent to 
wardens and civilian defense posts by the use 
of 720-cycle carrier current now in operation on 
many power lines. It’s @one by means of a 
compact warning device just developed in the 
G-E Carrier Current Laboratory. Four different 
in any desired 


signals may be transmitted 


order, an illuminated dial showing a _ white, 
yellow, red, or blue indication, along with a 
buzzer warning, at the receiving unit. The entire 
receiving device (shown at the right above) is no 


bigger than a domestic watthour meter. 


DOING DOUBLE DUTY in coal-mine service, this 300- 
hp wound-rotor induction motor serves both as a 
motor for starting and a generator for braking 
the movement of loaded monitors on a 5000-ft 


incline. Acting as a motor, it furnishes the power 


needed to move empty cars when the coun 
balanced load is still on a relatively flat ge 
of the track. Then, as the loaded monitor deges 
the slope, any speed-up is automatically oppg 
by regenerative braking, returning power tg 
2300-volt line for other purposes. 


IGNITION VOLTAGES OF AIRCRAFT ENGINES can be act 
rately measured in flight with this new G-E¢ 
tronic crest-voltmeter. It also has wide applig 
tion in insulation testing, determining su 
voltages caused by corona and surface discharg 
and measuring other repeated-impulse voltag 
up to 30,000 volts. Self-contained and vibratio 
resistant, it is equally serviceable for field tests 
production, and laboratory work. Publicatio 


GEA-3619 gives full details. 


YOUR ENGINEERS serving industry and other uses 
electric energy have an important war job to do inhe 
ing to make the most of our power resources. Electr 
ideas such as these, though sometimes minor in th 
selves, can add up BIG when widely applied—freq 

saving energy, man power, and critical materials. 6 
eral Electric is ready to assist in the cause of con 
vation by supplying further information or applicati 
aid wherever better electrical utilization can help tow 


the war. General Electric, Schenectady, N. Y. 


GENERAL ( ELECTRIC 
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Engineering Interpretation of Top-notch fabricating Facilities © 
complex piping plans. in conveniently located plants. 


Engineers seeking added power for 
leading utilities, petroleum, chemi- 
cal, paper companies and allied fields, 
after repeated experience with 
Grinnell’s engineering and fabrica- 
tion facilities are “Giving the Plans 
to Grinnell”. 
. = You will find it a time-saving 
wradlnggrta, Vee string Enpentyctreaieg ebememiiee == practice for any piping system from 
Ss : the simplest to the most complex. 
. Write for Data Book of “Grinnell 
Prefabricated Piping”. Grinnell 
Company, Inc., Executive Offices, 
Providence, R. I. Branches in prin- 
cipal cities of the U. S. and Canada. 


GRINNELL 


whenever PIPING is invotveo 
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THIS CHART SHOWS 
ESTIMATED PARTICIPA- 
TION IN PAYROLL SAV- 
INGS PLANS FOR WAR 
SAVINGS BONDS 
(Members of Armed Forces in- 
cluded, starting August 1942) 

There is more to this chart 
than meets the eye. Not seen, 
but clearly projected into the 
future, is the sales curve of 
tomorrow. Think what $41, 
BILLION per year in War 
Bonds, saved through the 


Gave wth 


* Approximate 


Payroll Savings Plan, will buy 
in the way of brand new con- 
sumer goods tomorrow. 

Here indeed isa solid founda- 
tion for the peacetime business 
that will follow Victory. But 
there is still more to be done. 
As our armed forces continue 
to press the attack in all 
quarters of the globe, as war 
costs mount, so must the rec- 
ord of our savings keep pace. 

Clearly, on charts like this, 
tomorrow’s Victory—and to- 
morrow’s sales curves—are be- 
ing plotted today. 





This space is a contribution to America’s all-out war effort by 
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FROM ENGINEERED 
LAYOUT TO COMPLETED 
PIPING SYSTEM 
al 
TOP2WARTIME 

=SSPEED 





























On projects vital to the war effort the urgent In addition, these units produce a permanent, 
need for speed in construction points to Ric-wil low-maintenance system while using critical 
Prefabricated Pipe Units for steam, hot water, materials amounting to only 15% to 20% of 
oil, hot or refrigerated process lines. © Ric-wil their total weight... And they require for 
Pipe Units are complete when they reach the job shipment only 20% to 25% of the space in 
pipe, insulation, protective covering. Field men available gondola cars that would be required 
couple or weld the pipe, insulate the joints and for an equal footage of other types of con- 
ove on to the next joint. Man-hours are saved duit construction. « Speed is the essence of 
n the field and the installation is completed wartime construction—and Ric-wil Prefabri- 
nt a rate that can give no comfort to the Axis. cated Pipe Units have proved a definite aid. 


When Mahkeshifis Won't Do—Ric-wiL 


Architects, Engineers and Contractors on war projects will 
find much helpful information in the Ric-wil Engineering 
Data Book. Write... on your letterhead .. . for a copy. 


3400 iF CONDUIT SYSTEMS FOR UNDERGROUND STEAM 
-WI THE Ric-wiL COMPANY - CLEVELAND, OHIO 


AGENTS IN PRINCIPAL CITIES 
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- The: carctale ‘investor judges a 
security by the Aigtory of its 
performance. 
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Maximum HS 
removal per [b. 
of Oxidel 


made specifically for maximum sulphur re- 
moval...is not just a “satisfactory” purifying 
medium merely by virtue of incidental 
properties, but is made especially for maximum 
capacity and activity, maximum frace removal 
and shock resistance. As such, we do not believe 
you will find Lavino Activated Oxide has 
any close rival — comparing cost, comparing 
performance and comparing savings. 


We'll be glad to tell you all about its remarkable 
record; just write a note on your letterhead to 


E. J. Lavino and Company 


Mw: AQ. 1528 Walnut Se. 


Philadelphia 


Penna. 


cx O ee 








DAVEY TREE TRIMMING SERVICB 


JOHN DAVEY 


kounder of Tree Surgery 


Keep ‘em Falling 


We mean the trees that endanger 
your lines—and the branches 
that have carried new growth up 
into your wires. You can't risk 
service interruptions now. Call in 


Davey men. 


Always use dependable Davey Service 


DAVEY TREE EXPERT 60. KENT, OHIO 


DAVEY TREE SERVICE 














Why dig through a 
PILE 


of Catalogs? 


Find the 
Fitting 
you need, 
quickly— 


in the COMPLETE line 


If you have a Penn-Union Catalog, you 
can instantly find practically every good 
type of conductor fitting. These few 
can only suggest the variety: 


Universal Clamps to take a 
large range of conductor sizes; 
with 1, 2, 3, + or more bolts, 


L-M_ Elbows, with compression units 
giving a dependable grip on both con- 
ductors. Also Straight Connectors and 
Tees with same con- 


tact units. 


Bus Bar Clamps for installa- 
tion without drilling bus. Single 
and multiple. Also bus sup- 
ports—various types. 


Clamp Type Straight Connectors 
and Reducers, Elbows, Tees, Ter- 
minals, Stud Connectors, etc. 


Jack-Knife connectors for simple 

and easy disconnection of mo- 

tor leads, etc. Spring action— 
é self locking. 
Vi-Tite Terminals for quick 
installation and easy taping. 
Also sleeve type terminals, 
screw type, shrink fit, etc. etc. 


—=—=— 

Splicing Sleeves, Figure 8 and Oval, seamless tuh- 
ing—also split tinned sleeves. High conductavity 
copper; close dimensions. 
Preferred by the largest utilities and 
electrical manufacturers—because they 
have found that.“Penn-Union” on a fit- 
ting is their best guarantee of Dependa- 
bility. Write for Catalog. 


PENN-UNION ELECTRIC CORPORATION 
ERIE, PA. Sold by Leading Jobbers 


—_—_—_——————————— 


PENN- -UNION 


CONDUCTOR FITTING S 
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“Baste Frequently!” We here at Robertshaw are giving 
that well-known cooking term a wartime meaning. To us, 
“Baste Frequently” means Baste the Axis—early and often. 


W 


And that’s just what we're helping to do. From our years of 
experience in making precision devices such as thermostats, 
we've turned to the production of precision instruments for air- 
craft—devices our fliers are using this very minute to “Baste the 
Axis.” And to help our boys “Baste Frequently,” we're also pro- 
ducing fuses for hand grenades, primers and ignition cartridges 
for rockets, as well as boosters and shells for aircraft and anti- 
aircraft guns. 





And with it all, you'll still find a few Robertshaw Thermostats 
coming off our production lines. They’re only for Government 
projects though — thus keeping our hand in practice for peace- 
time requirements when that grand day arrives. 


Fer High Achievement in the production of war equipment. 


ROBERTSHAW THERMOSTAT CO., YOUNGWOOD, PA. 
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When jobs are tough— 
and time is short— 





“Cleveland's” National Defense 
Cooperation Is 2-Fold OWER, ruggedness and speed 


Ist—By supplying its equipment for a are concentrated in “Cleve- 
mojority of recent Defense Pipelines and for ] an ds” in asm all er, more m obil e 
a ’ 


various branches of the United States Military 
and Noval Services. more easily-handled “package,” 
2nd—By its distinctive design which permits b { d d d * 
important weight savings, releasing vitally ecause of sound, modern esign 
needed steel for armament, tanks, ships, etc coupled with thorough usage of 
IT IS ESTIMATED THAT OVER 1000 TONS . 

OF STEEL WERE THUS SAVED IN 1941— the toughest, longest wearing ma- 

On a weight comparison basis terials in the market. 


against the older, heavier, and 


buihior type of machine This explains why “Clevelands” 
which "Clevelands” ts . 

displace. continue to be the preferred equip- 

+ ment on so many projects, current 

and recent, where rough, moun- 

tainous terrain and severe soil con- 


ditions are encountered. 


Yor THE CLEVELAND TRENCHER COMPANY 


VV 20100 ST. CLAIR AVE Pioneor of tho Small Trencher CLEVELAND, OHIO 


“CLEVELANDS’ Save More...Because they Do More 
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Army-Navy “E” pene 
nant awarded to both 
Jeannette and Ridg- 
way plants of Elliott 
Company. 


co [ I : 0 ‘ Jeannette, Pa. + Ridgway, Pa. ° Springfie 
DISTRICT OFFICES IN PRINCIPAL cil 














Attilities Almanack 


Due to war-time travel restrictions, conventions listed are subject to cancellation. 


z APRIL @ 


{ American Water Works Association, Indiana Section, will convene, Indianapolis, Ind., 
Apr. 29, 30, 1943. 














{ Missouri Association of Public Utilities starts meeting, Excelsior Springs, Mo., 1943. 





4 American Gas Association Distribution Conference will be held, Cincinnati, Ohio, 
Apr. 29, 30, 1943. 








Q Indiana Telephone Association will hold meeting, Indianapolis, Ind., May 5, 1943. 








{ American Transit Association will hold regional conference on war-time transit prob- 
lems, New York, N. Y., May 5-7, 1943. 








qi Illinois Telephone Association opens meeting, Chicago, Ill., 1943. 
{ National tlectrical Manufacturers Asso. starts meeting, Chicago, Ill., 1943. 








4 American Water Works Association, Pacific Northwest Section, will convene, Belling- 
ham, Wash., May 7, 8, 1943. 











q New England Bus Conference opens, Boston, Mass., 1943. 
q U. S. Independent Telefh. Asso. starts spring conference, Chicago, Ill., 1943. 











| WE pene q Association of Washington Cities will hold session, Wenatchee, Wash., May 13, 14, 
led to both 1943. 

and Ridg: 
; of Elliott 











National Fire Prevention Association will hold meeting, Chicago, Ill., May 10-13, 1943. 





4 Pennsylvania Independent Telephone Association will hold meeting, Pittsburgh, Pa., 
May 13, 14, 1943. 





q North Central Electrical Industries opens all-industry conference, 1943. 








{ Ohio Independent Telephone Association starts meeting, Columbus, Ohio, 1943. (3 











{ Missouri Valley Elec. Asso, starts engineering conference, Kansas City, Mo., 1943. 
q Natural Gas Management Conference opens, Cincinnati, Ohio, 1943. 
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Courtesy of 4.C.A. Gallery 


“Mining Town” 
By 
A. Tromka 


sal 


Prom Elsie Hafner, N. 
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Those State Trade Barriers 


—Fact or Fiction? 


PART 1.—Historical background and tests. 


Various kinds of so-called trade barriers—particularly motor 
vehicle laws—analyzed by the authors who state that the agita- 
tion for removal comes mostly from the transport truck industry 
representing less than one per cent of registered motor vehicles. 


By E. F. DOWNS anbp S. J. KONENKAMP 


CC ARRIERS between the states 
must go,” is proclaimed by 
newspapers, periodicals, and 

government bureaus. Maps of the na- 
tion are prepared showing Chinese 
walls separating the various states. 
Trade journals and unbiased publica- 
tions alike deplore the nonuniformity 
in weight and length restrictions on 
motor vehicle licensing, and state 
chambers of commerce decry dis- 
criminatory legislation in favor of 
homegrown products. 


Reaction against some cases of ap- 
parent discrimination has been so vio- 
lent as to impair the legitimate police 
power inherent in motor vehicle licens- 
ing; hence, a reéxamination of the 
trade barrier question may be justified 
when war-time hysteria tends to level 
legitimate state regulations and cut- 
throat legislation at one and the same 
time. 

Admittedly, the matter of real and 
imagined conflicts between states is 
confusing. Every state has its own 
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motor vehicle regulations. In addition, 
the entire code of state laws differs 
greatly from state to state. Govern- 
mental bureaus promulgated edicts 
with the full force of law even before 
the present emergency. The entire rail 
freight rate structure reflects the 
whims of fifty sessions of Congress and 
of the Interstate Commerce Commis- 
sion, sometimes with little regard for 
the actual cost of rendering the service. 
In these problems, infinite work exists 
for reformers ; work far more pressing 
than North Dakota’s prohibition of 
using oleomargarine on popcorn or dry 
Kansas’ checking on interstate liquor 
trucks. 


me interests clash and only 
time provides the requisite ex- 
perience for a satisfactory solution. A 
silent economic conflict has continued 
among the states since the Revolu- 
tionary War, and on numerous occa- 
sions the Supreme Court of the United 
States has found it necessary to ad- 
judicate states’ rights. More frequent- 
ly, however, burdensome restrictions 
fall of their own weight. All states seek 
self-betterment, sometimes at the ex- 
pense of their neighbors, but the Fed- 
eral government regulates Interstate 
Commerce under a constitutional pro- 
vision: 

To regulate commerce with foreign na- 
tions, and among the several states, and with 
the Indian tribes. 

Hence, trade barriers died when the 
second and present government of the 
United States came into being. Never- 
theless, exercise of police power is in- 
herent in the states and is among the 
powers not delegated to Congress. 
Inasmuch as the basic law seeks to 
maintain a free flow of commerce with- 
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in the nation’s borders, it has been the 
purpose of all Federal laws regulating 
interstate commerce to prevent the 
growth of trade barriers. One out- 
standing exception about which vol- 
umes have been written occurred when 
Oklahoma was admitted into the 
Union as a state. Because of the In- 
dian reservations, Congress stipulated 
that under no conditions might alco- 
holic beverages be manufactured or 
sold within the new state. This excep- 
tion later proved to be a potent argu- 
ment in favor of the Wilson Act, which 
sometimes is cited as a trade barrier, 
It is, in fact, a special-purpose law to 
prevent the shipment of alcoholic bev- 
erages into dry states. 


isa the beginning of the present 
form of government, Congresses 
have proven very liberal in appropria- 
tions for stimulating the free flow of 
interstate commerce. The National 
turnpike, started in Maryland in 1808 
toward the Mississippi river, was one 
of the early efforts with this aim. 
Succeeding Congresses have provided 
liberal aid to waterways, railways, 
highways, and airways, always assist- 
ing in facilitating trade among the 
states. 

Physical, legal, or financial obstruc- 
tions to free trade, whether across the 
boundaries of continents and nations or 
between states, are trade barriers. 
Trade barriers, set up by governments 
through tariffs or established by plain 
brigands, gave a motivating force to 
the conquests of Alexander, and to the 
travels of Marco Polo, of Columbus, 
and of Magellan. The major portion 
of the world’s wars have resulted from 
these interferences with free trade or 
commerce among peoples, and the chief 
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object of the later Crusades was to 
facilitate trade. 

Alexander sighed not only for more 
worlds to conquer ;he also wanted more 
worlds to trade with. Napoleon, in his 
dreams of ruling over the continent of 
Europe, envisioned it free of trade 
barriers. “We need a European Court 
of Appeal,” he wrote, “a single cur- 
rency, the same weights and measures, 
the same laws. I must make all the na- 
tions of Europe into one and the same 
people.” 

The national spirit which blasted 
Napoleon led to later wars. The arbi- 
trary national borders established at 
Versailles in 1919, with their accom- 
panying trade barriers, are said by 
some to be the underlying cause of 
Naziism. 


B™ in contrast to the ‘Nationalist 


spirit inherent in Europe, the 
polyglot population of the United 
States presents an entirely different 
picture. Nearly one-half of North 
America, extending from ocean to 
ocean, and including most of the 
world’s races, has been welded into 
one people. Violent loyalty to one’s 
state is unheard of. Even on the scaf- 
fold, Nathan Hale, a Connecticut Yan- 
kee, voiced his regret that he had but 
one life to give for his country. 
In the great Mississippi valley alone, 
Nature has provided one and one- 


quarter million square miles of arable 
land without physical barriers, and the 
foundations laid in 1787 prohibit trade 
barriers in an area which supports 
130,000,000 people. Never before in 
the world’s history has such a condition 
been seen, where richness of the mar- 
ket may be gauged from one simple 
fact. A product retailing for a nickel 
is advertised on a nation-wide radio 
hook-up at a cost of perhaps a million 
dollars annually. 

Freedom from conflicts between the 
states always has been an American 
aim. Trade barriers were very real in 
1785 when the thirteen states had a 
free rein in establishing tariffs and in 
printing money. Rebellions became 
the order of the day. Merchants in 
Philadelphia and New York city re- 
fused to honor paper money issued 
across the river by the state of New 
Jersey, while Rhode Island farmers 
staged a sit-down strike against the 
“wicked merchants” of Providence 
who offered them paper money in pay- 
ment for farm produce. The power of 
taxing exports also was the cause of 
numerous complaints. 


| eames of the thirteen 
states were invited to confer on 
means of ironing out the vulnerabilities 
of the first Constitution, and of provid- 
ing “more perfect union.” The first 
conference called at Annapolis in 1786 


one and one-quarter million square miles of arable land with- 


q “In the great Mississippi valley alone, Nature has provided 


out physical barriers, and the foundations laid in 1787 pro- 
hibit trade barriers in an area which supports 130,000,000 
people. Never before in the world’s history has such a condi- 
tion been seen, where richness of the market may be gauged 


from one simple fact.” 
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by Washington’s former aide-de-camp, 
Alexander Hamilton, was a dud. An- 
other year’s agitation by Washington, 
Franklin, Hamilton, and others served 
to stir up interest, and in May of 1787 
delegates of nine states convened in 
Philadelphia. By July, representatives 
of twelve states were in attendance at 
the Constitutional Convention, and 
only Rhode Island was a hold-out un- 
til the end. 

The deputies who attended the sec- 
ond or Constitutional Convention were 
mostly bright young men. But they 
possessed the vision to adopt one prin- 
ciple which removed the threat of trade 
barriers and border wars in the United 
States : 


No duty or tax shall be laid on articles ex- 
ported from any state. No preference shall 
be given, by any regulation of commerce or 
revenue, to the ports of one state over those 
of another, nor shall vessels bound to or 
from one state be obliged to enter, clear, or 
pay duties in another. 


While most powers were retained by 
the states, those delegated to the central 
government include the rights : 


To lay and collect taxes, imposts and ex- 
cises, to pay the debts, and provide for the 
common defense and general welfare of the 
United States, but all duties, imposts, and 
excises shall be uniform throughout the 
United States. 

To regulate commerce with foreign na- 
tions, and among the several states, and with 
the Indian tribes. 

To establish post offices and post roads. 


support of free and unrestricted 
commerce between the states James 
Madison foresaw the self-destruction 
of unwieldy state restrictions and said: 


We are not providing for the present mo- 
ment only, and time will equalize the situa- 
tion of the states in this matter. 

Changes in industry and in trans- 
portation always bring with them far- 
reaching economic repercussions. The 
Revolutionary patriots with enormous 


grants of land in inaccessible locations 
took the direct route to guarding their 
economic interests, promoting the 
formation of a new government with 
power to establish post roads. The ad- 
vent of railroads sounded the death 
knell for earlier forms of transport and 
the automobile superseded the Inter- 
urban while cutting deeply into rail- 
road revenues. 

Today, the chief mourners on the 
subject of so-called trade barriers are 
the newcomers into the transportation 
field. The transport truckers’ methods 
include nothing so drastic as over- 
throwing a government. They prefer 
to receive a subsidy subtly working 
towards the ultimate of nation-wide 
operation upon the payment of one 
nominal fee. The public’s sympathy is 
solicited by means of generalized ad- 
vertisements by trucking associations 
which reached a new high with the 
statement : 


—speed and flexibility of motor freight cuts 
the cost of everything you eat, wear, and 
buy; trucks could save you still more except 
for state line delays. 


Is it not in order to ask how much 
additional speed will be required to 
justify more than one billion dollars’ 
annual aid to truckers? 


HE cases of so-called conflicts be- 

tween the states which have 
broken into print during the current 
war program generally cite specific in- 
stances where some truck has been de- 
layed at a state line because of an ovet- 
load. Sympathetic publications drama- 
tize the plight of the trucker, stating 
that interstate commerce is as free as 
a traffic jam, despite constitutional 
guaranties. Repeatedly, the licensing 
restriction of a low-load-limit state 
which renders out-of-state trucks over- 
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Trade Barriers in 1785 


(ae from conflicts between the states always has been an 
American aim. Trade barriers were very real in 1785 when the 
thirteen states had a free rein in establishing tariffs and in printing 
money. Rebellions became the order of the day. Merchants in Phila- 
delphia and New York city refused to honor paper money issued 
across the river by the state of New Jersey, while Rhode Island 
farmers staged a sit-down strike against the ‘wicked merchants’ of 
Providence who offered them paper money in payment for farm 
produce.” 





loaded is described as a trade barrier, 
and the fact that many such trucks have 
been loaded with war matériel has add- 
ed fuel to the flames. Thus, the fact is 
obscured that destination and load 
limitations en route probably were 
known to the trucker at the point of 
origin. Furthermore, load limitations 
in most instances apply to both intra- 
state and interstate trucking. 

Proponents of legislation to remove 
so-called trade barriers are found in 
three classes : those who hold economic 
interests in trucking enterprises, a few 
with no apparent axes to grind includ- 
ing chambers of commerce and state 
officials, and finally bureaucrats who 
prepare treatises as a means of staying 
on the payroll. 


i eure the lobbying and advertising 
are bearing fruit is evidenced by 
the bills which reach Congress to set 
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aside laws which impose unreasonable 
burdens upon interstate motor traffic. 
Even high government officials de- 
mand that states relinquish their 
rights to regulate the use of state high- 
ways, though such _ relinquishment 
opens the way for destruction of the 
states’ hard roads. Nothing more 
clearly shows the source of “trade 
barrier” propaganda and the desired 
end. Yet, the encroachment of Con- 
gress into the realm of intrastate police 
power might well be more harmful 
than any possible interstate conflicts. 
The tests sometimes applied to state 
regulations to determine whether or 
not a barrier to trade has been created 
include: 
Does it discriminate against non- 
residents ? 
Does it apply alike to intra- and in- 
terstate transactions? 
Does it discourage commerce across 
state lines? 
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The government-financed Market- 
ing Laws Survey, titled “Barriers to 
Trade between States,” lists eight 
categories of trade barriers with the 
following number of pages devoted to 
each: 

. Motor Vehicle Laws 

. Selected Dairy Laws 

. Oleomargarine Laws 

. Selected Livestock and Gen- 

eral Food Laws 

. General Nursery Stock Laws.. 5 

. Liquor Laws 6 

. State Use Taxes 

. General Preference Laws .... 


I“ Motor Vehicle Laws (1), the spot 
where the economic shoe pinches is 
fully evident from study of this work. 
Forty-six states grant some form of 
road-tax exemption to all nonresident 
motor vehicles except the heaviest 
transport truck and “for hire’ ve- 
hicles. Since these exemptions are 
usually conditioned on other states’ re- 
ciprocating by granting similar favors, 
the practice is ingeniously christened 
“reciprocity” by the automotive in- 
terests. 

The private motorist, on the other 
hand, representing 80 per cent or more 
of all registered motor vehicles may 
drive in any one of the forty-eight 
states, becoming aware of a state line 
only through a change in the road sur- 
facing or the existence of a signpost. 
He will be welcomed to any state for 
an extended visit, with no questions 
asked concerning his point of registra- 
tion. Exempting pleasure vehicles, 
which may spend two weeks per year 
in a foreign state, from the payment of 
road-use fees is one proposition. This 
application of reciprocity is not to be 
compared to the exemption given by 
Indiana to an Illinois truck, for ex- 
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ample, which may spend more than half 
its time in using Indiana roads as aq 
place of business, and vice versa. 


——— case may help to clarify 
the hodge-podge of state laws 
governing the operation of transport 
trucks. The question of whether or 
not commerce across state lines is dis. 
couraged by motor vehicle laws is an- 
swered in a most interesting fashion if 
one considers a freight shipment be- 
tween Chicago and Memphis. Over 
the direct route, three different sets of 
motor vehicle regulations are en- 
countered by the trucker on this trip: 
Illinois, Kentucky, and Tennessee, 
Fees in one form or another may be 
necessary in each of the three states, 
and different weight limitations also 
are encountered with a limit of 40,000 
pounds in Illinois. Before the war, 
Kentucky placed a limit of 18,000 
pounds and Tennessee placed a limit 
of 30,000 pounds but allowed issuance 
of overweight permits. 

At first glance, this appears to bea 
deterrent to interstate trade. However, 
the merchandise may be shipped by 
water if speed is not important, anda 
variety of connections by rail also is 
possible. No interference is given in- 
terstate commerce if either water or 
rail be chosen as the medium of trans- 
port; hence, it follows that the existing 
truck restrictions do not militate 
against commerce across state lines, 
but only against one of several means 
of transporting the goods in commerce. 


— other categories listed a 
trade barriers, Dairy Laws (2) 
invariably falls within the realm of 
exercise of police power. 
Oleomargarine Laws (3) may be 
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discriminatory, yet oleomargarine 
never has qualified as a butter substi- 
tute on the basis of food value. 

Police power only is exercised in 
Livestock and Food Laws (4) as well 
as in Nursery Stock (5). Is not the in- 
dividual state better qualified to .en- 
force restrictions on carriers of the 
Japanese beetle or corn borer than any 
centralized authority, and at a lesser 
cost ? 

Liquor Laws (6) show evidences of 
cutthroat intentions, yet, conditions 
may be described as reciprocal retalia- 
tion: Discrimination usually is depend- 
ent on another state’s taking the initia- 
tive. 

State Use Taxes (7) bear strong 
similarity to duties, being the nearest 
approach to a trade barrier so far ex- 
amined. These taxes generally have 
been imposed by states having sales 
taxes, to overcome the advantages 
possessed by neighboring states not 
collecting such taxes. But, if a use 
tax prevents a resident from circum- 
venting a sales tax, by purchasing in 
another state, is the matter of such na- 
tional import as to require congres- 
sional action ? 

General Preference Laws (8) pro- 
vide for the use of home-manu factured 
products by governmental and quasi 
governmental bodies. At their worst, 
these are annoying, smacking of feudal 


self-sufficiency, but they hardly seem 
to merit the attention of Congress. 


it is seen that these eight categories 
into which all so-called trade bar- 
riers are grouped present only two real 
cases of trade barriers, items (7) and 
(8), involving small dollar value, 
while the remaining cases constitute the 
exercise of police power. 

Although the Department of Agri- 
culture has laid great stress on the ex- 
istence of friction at thirteen state 
boundaries, this shrinks into insignifi- 
cance when one considers the thou- 
sands of miles of boundaries along the 
ninety-odd state borders in the con- 
tinental United States. The agitation 
for a let-down of licensing restrictions 
is sponsored by interests which repre- 
sent less than one per cent of registered 
motor vehicles—transport trucks. 

A brief discussion of the costs in- 
curred by the various media of trans- 
port is given here, with the aim of 
bringing more clearly into focus the 
place where transport trucking fits into 
our national economy. 


iG is known that operating costs of 
water transport are the lowest. It is 
also known that railroads operate at a 
cost less than one cent per revenue ton- 
mile, but who knows the cost per ton- 
mile of truck operation? Some esti- 


& 


riers are the newcomers into the transportation field. The 


q “.. the chief mourners on the subject of so-called trade bar- 


transport truckers’ methods include nothing so drastic 
as overthrowing a government. They prefer to receive a sub- 
sidy subtly working towards the ultimate of nation-wide 
operation upon the payment of one nominal fee. The public’s 
sympathy is solicited by means of generalized advertisements 


by trucking associations...” 
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mates place the operating costs of 
trucks as high as 3 cents per ton-mile, 
or three times railroads’ cost. 

The revenue per ton-mile of for hire 
trucks has been calculated at over 4 
cents. If truckers can’t make money at 
that rate—four times the railroads’ 
revenue—their economic needlessness 
should be obvious. It is generally be- 


lieved that the mortality of personne 
in trucking is as high as the mortality 
of equipment. Oil, labor, tires, repair, 
and depreciation costs, and other items 
of operation are uncertain, or un 
known. 

Thus the myth of the motor trucks 
as a low-cost transportation medium js 
destroyed. 


(Concluded in next issue.) 


More Postwar Planning 
14 \ \ TE must set as our goal [after the war] continued and 


sustained full employment with final responsibility for 
this condition resting upon a democratically elected govern- 
ment. This doesn’t mean government ownership of large seg- 
ments of industry, not rigid controls and regulations, nor 
equality of income, nor the domination of the state over the 
individual. Rather, we must resolve that these objectives be at- 
tained with a minimum interference by government—a govern- 
ment elected by and representative of the people—but that the 
degree of direction and control and participation by the govern- 
ment be such as to insure continued high levels of economic ac- 
tivity. The controls by government should be as broad and gen- 
eral as possible and should result in the least possible inter- 
ference with the liberties of the individuals as consumers and 
individuals as workers and individuals as entrepreneur con- 
sistent with the objective of full employment. 

“Many people sincerely believe that such objectives are inter- 
nally inconsistent; that there cannot be responsibility for full 
economic activity in the hands of government without destroy- 
ing private initiative and the system of free enterprise. I am 
convinced this is absolutely fallacious. I can conceive of broad 
governmental policies which not only do not interfere with and 
discourage free enterprise, but, on the other hand, give every 
possible play to a free enterprise, competitive economy.” 

—Rosert R. NATHAN, 
Chairman, planning committee, War 
Production Board. 
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Tax Discrimination against 
Private Utility Customers 


Its indirect effect is to foster public ownership of 

utilities, in the opinion of the author, who, however, 

does not argue, pro or con, the public ownership 
question per se. 


By R. W. PETERSON 
CHAIRMAN, WISCONSIN PUBLIC SERVICE COMMISSION 


UTILiTIEs FORTNIGHTLY have 

carried articles on the inequi- 
ties experienced by the present dis- 
criminatory tax program (both Fed- 
eral and state) that taxes the privately 
owned utilities and exempts the public- 
ly owned. One need not take sides on 
the controversial public or private 
ownership question to reach the con- 
clusion that this tax policy should be 
modified drastically. The taxes are not 
paid by the utility. They are ultimately 
borne by the consumer as reflected 
in his rates, and whether one should be 
so geographically situated that he re- 
ceives his utility service from a private- 
ly owned utility instead of a publicly 
owned one is no reasonable criterion as 
to whether be should be taxed for that 
service. In crucial times like these,when 
Congress is searching for new fields of 
tax revenue, I commend for its serious 


, \HE past several issues of PuBLic 
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consideration the principal of taxing all 
utilities on the same basis. Further 
comment will be made on this sub- 
ject later in this article. 

In discussing the subject of utility 
taxation, I will herein allude to Wis- 
consin. I use Wisconsin as the ex- 
ample solely for the reason that I am 
familiar with the data used, and not 
because it is other or different from 
the remaining states. 

Tax savings under public owner- 
ship of utilities have always pre- 
vailed, and there is nothing new or 
novel in the situation today, except 
that, because of the magnitude of the 
tax differential, questions concerning 
the fairness of the difference in taxes 
between those of publicly owned and 
privately owned utilities become more 
apparent. Conjecture arises as to 
whether under the present laws the fu- 
ture trend will be toward more munic- 
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ipal operation or whether the tax laws 
shall be changed to remove this incen- 
tive by erasing this economic advan- 
tage and the corresponding abnormal 
tax disparity. 


UNICIPAL utilities in Wisconsin 

are subject only to local and 
school property taxes. On the other 
hand, private electric utilities pay the 
Wisconsin ad valorem tax based on 
the value of property; Wisconsin in- 
come taxes; Wisconsin unemployment 
compensation taxes; Federal excise 
tax on electricity ; Federal capital stock 
tax; Federal social security taxes ; and 
Federal income and excess profits tax- 
es. In dollar volume the difference is 
substantial. The taxes of Wisconsin 
municipal electric utilities in 1941 were 
$294,000, or about 5.4 per cent of 
gross revenue, while those of the pri- 
vate electric utilities were $14,205,- 
000, or about 21.8 per cent. Thus, if 
municipal utilities in Wisconsin had 
paid the same taxes proportionately as 
private utilities paid in 1941, they 
would have paid $1,180,000, or $886,- 
000 more than they actually did pay. 
The spread has greatly increased since 
1941. 

In 1942, based on incomplete data 
now available, taxes of private electric 
utilities in Wisconsin will average 
about 27 per cent of gross revenue, 
with some utilities having taxes over 
30 per cent. Those of municipal utili- 
ties, however, will remain about the 
same per cent as in 1941, since there 
has been no change in tax laws affect- 
ing their operations. Thus, currently, 
municipal utilities pay taxes of about 
6 per cent of their gross revenues as 
compared with 27 per cent for private- 
ly owned utilities. This is a tax differ- 
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ential in Wisconsin of 21 per cent, and 
on a nation-wide basis the spread 
would probably approximate this ratio, 


6 ie find the exact amount of in- 
creased tax revenue nation-wide 
that a parity tax on public utilities 
would provide would require a study 
of the tax laws of each individual state 
and combined statistics on all publicly 
owned and privately owned utilities. 
I have not made such a study, but it is 
apparent, from an analysis of the Wis- 
consin situation, that the increase 
would be enormous. It is quite possible 
that this increased tax revenue would 
amount to several tens of millions of 
dollars; and, even in these days of 
thinking in billions, this amount 
should not be overlooked by taxing 
authorities. 

It may be advanced that the tax sav- 
ing is passed on to customers through 
reduced rates for service by the publicly 
owned utility. However, even if all the 
saving were so applied and the rates 
of the publicly owned utility were 21 
per cent less, this would mean only that 
the savings in electric bills to the cus- 
tomers of the publicly owned utility 
were balanced by increases in the tax 
bills of the public generally. 


N illustration of the substantive ef- 
fect of the tax differential is of- 
fered by a comparison of the opera- 
tions of a specific private utility with 
what the situation could be under mu- 
nicipal operation. I have in mind a con- 
servatively financed, well-managed 
public service corporation operating 
both electric and gas utilities. In 1942, 
it had a net operating income of $607, 
000. If the utility had been municipal- 
ly operated during the year, with all 
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it, and conditions identical except taxes, net creased costs of local government, 

spread operating income would have been $1,-_ where will the necessary additional lo- 

$ ratio, 082,000. Consequently, if the same cal revenue be obtained? The answer 
rates for utility service were main- may be in the acquisition of the local 

of in- tained, merely by a change in owner- utility and obtaining the benefits for 

n-wide ship from private to municipal, the net the local community of the tax exemp- 

tilities income from the properties would be tion subsidy afforded publicly owned 

study increased $475,000, or nearly 80 per _ utilities. This will be a local benefit on- 

il state cent. If the tax saving were passed on ly, and to the detriment of state and 

ublicly to customers, a reduction in rates of Federal tax revenues, as hereinafter 

‘ilities, 16 per cent would result. This situa- pointed out. 

ut it is tion is by no means extreme, for the Let us assume an instance where a 

e Wis- privately owned utility used in the private electric utility was earning 6 

crease comparison had taxes lower than the per cent after provision for all taxes. 

ossible average of the private utilities, and If a municipality bought it, the re- 

would under municipal ownership it would quirements for payment of principal 

ons of have higher taxes than the average of and interest on a 25-year, 33 per cent 

ays of publicly owned utilities. bond would be 6.07 per cent, or about 

mount Such large tax savings are partic- the same as the rate of return being 

taxing ularly significant in the not uncommon earned by the local utility. However, 
situation where a city is confronted assuming the same rates for service, 

1X sav- with increasing costs of local govern- if the utility is owned by the munici- 

rough ment while the growth of the commu- _pality, the tax savings may easily bring 

ublicly nity is chiefly suburban. In these in- the return up to 10 per cent. Such a 

all the stances the growth may not create any return will permit the repayment of 

> rates increase in property valuation for the the bonds issued to finance the pur- 

ere 21 city proper, while the natural demands chase of the property and leave some- 

ly that of the increased population of the com- thing over to pay into the general 

1€ Cus- munity, as a whole, may give rise to funds of the city. 

utility added costs of municipal services. 

he tax Hus, because of public ownership 
b Seo is a natural desire to keep of the utility, the city may im- 

local tax rates from rising. But, in prove its revenues. In the first place, it 

ive ef- situations where increases in assessed obtains from the municipally owned 

| is of- valuation do not keep step with in- utility local taxes equivalent to what 

opera- 

y with e 

er mu- “MUNICIPAL utilities in Wisconsin are subject only to local 

a con- q and school property taxes. On the other hand, private electric 

unaged utilities pay the Wisconsin ad valorem tax based on the value 

rating of property; Wisconsin income taxes; Wisconsin unemploy- 

| 1942, ment compensation taxes; Federal excise tax on electricity; 

$607,- Federal capital stock tax; Federal social security taxes; and 

\icipal- Federal income and excess profits taxes. In dollar volume the 

‘ith all difference is substantial.” 
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the city would have received under pri- 
vate ownership. Secondly, it obtains 
return earned on the properties, plus 
tax saving, and these items afford a 
margin to pay interest on, and princi- 
pal of, the purchase price, to reduce 
rates, and to pay moneys into the gen- 
eral funds of the city. The amount 
which could be devoted to each purpose 
would, of course, depend on the pur- 
chase price of the utility property and 
on the terms of the financing arranged. 
It seems clear, however, that with to- 
day’s low-cost money and a purchase 
price bearing a reasonable relation to 
a fairly allowable rate base, the return, 
plus the tax savings, would not only 
finance the purchase price but permit 
additional revenue to accrue to the 
general funds of the city, even if a part 
of the tax savings is passed on to cus- 
tomers. 

The conditions just outlined proba- 
bly prevail in many communities. 
Where they do, the situation offers an 
incentive toward public ownership, not 
on the basis of the desirability of pub- 
lic ownership, per se, but solely because 
of the need for additional local tax rev- 
enue and the possibility of augmenting 
it by the substantial savings in other 
taxes which are possible under public 
ownership. 


HE question may well be raised 

whether municipal utilities should 
be absolved from the major part of the 
tax burden. Is it fair for a customer of 
a private utility to pay, indirectly, 25 
cents to 30 cents of taxes for each dol- 
lar of utility service he uses while the 
customer of a municipal utility pays 
only about 6 cents of taxes for each 
dollar of service? The difference in 
taxes must be made up by someone, as 
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the cost of governmental activities 
must be met. Every dollar of taxes 
from which government-owned utili- 
ties are exempt adds to the tax bill 
which private enterprise and individu- 
als must pay, and, in the final analysis, 
it is the individual who pays the tax 
bill, directly or indirectly, as the public 
is becoming more aware as the burden 
of war taxes becomes heavier. 

Of course, if electric utility service 
were rendered solely by a governmen- 
tal agency or agencies, there would 
be no unreasonable discrimination 
whether the utility system was taxed 
or not, although it is probable that the 
system would also be required to be a 
tax-collecting agency. In such an event 
there would be uniformity of treat- 
ment to all users of electricity and 
hence to the great majority of all citi- 
zens. But it seems to me there is an ele- 
ment of unfairness and of discrimina- 
tion where, as at present, government- 
owned utilities are absolved from most 
of the tax burden. 


I AM convinced that the entire tax sit- 
uation as it affects publicly owned 
utilities is out of line. By statute they 
are specifically exempt from taxes 
which logic and fairness indicate they 
should pay. The private utility pays a 
Federal excise tax of 34 per cent of the 
gross revenue derived from energy 
sold for domestic or commercial con- 
sumption. The publicly owned utilities 
do not pay this tax because the Inter- 
nal Revenue Code specifically exempts 
them. Although the tax is by statute 
assessed against the vendor of the en- 
ergy sold, it enters into the cost of pri- 
vate electric utility service and is paid 
indirectly by the consumer. 

Thus, if a citizen flicks on the light 
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Electric Utility Service by Governmental Agencies 


“_.. af electric utility service were rendered solely by a governmental 

agency or agencies, there would be no unreasonable discrimination 

whether the utility system was taxed or not, although it is probable 

that the system would also be required to be a tax-collecting agency. 

In such an event there would be uniformity of treatment to all users 
of electricity and hence to the great majority of all citizens.” 





switch in a community served by a pri- 
vate utility, he pays the tax, but if he is 
served by a publicly owned plant, the 
same act creates no tax expense. To 
me, this condition evidences an out- 
right subsidy to publicly owned utili- 
ties with no reason therefor other than 
an apparent attempt by tax legislation 
to further public ownership of utili- 
ties. 


Aaa example of tax exemption 
subsidy in the tax statutes is the 
exemption from Federal income taxes 
of the interest on obligations of pub- 
licly owned utilities. This results in 
further loss of tax revenue to the Fed- 
eral government and in additional sub- 
sidy to the publicly owned utility, be- 
cause since it can finance with tax-free 
bonds it is in a more favored position 
than the privately owned utility in the 
capital markets. Further, it is discrim- 


inatory as between those who invest 
their capital in private utilities and 
those who invest in publicly owned 
utilities. 

Interest on bonds is income to him 
who receives it and should be subject 
to the same taxes whether paid by a 
private utility or by one publicly 
owned, particularly where the public 
agency operating the utility does so in 
its proprietary capacity. Wages and 
salaries paid by public agencies, includ- 
ing publicly owned utilities, are now 
subject to Federal income taxes. There 
seems no reason why capital invested 
in a publicly owned utility should be 
tax free while labor pays full income 
taxes on what it gets. 


iy may be argued that to tax govern- 
ment-owned utilities would take 
away the advantages of public owner- 
ship and deter its growth. But it seems 
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to me that grounds for public owner- 
ship are based on shifting sands if they 
are predicated solely upon tax savings 
which government-owned utilities are 
permitted to enjoy by the grace of 
Congress and of the state legislatures. 
If such were the only reason for public 
ownership, then no justification for it 
would exist. I realize that many and 
more cogent claims for public owner- 
ship can be made, but these lead into 
realms of social and political econom- 
ics which need not be discussed here. 
The point is that savings in taxes are 
not a reason for public ownership; yet, 
perhaps more than any other single 
factor, they may lead to increased ac- 
tivities in this field. 

Even if the tax differential were re- 
moved by making publicly owned utili- 
ties subject to the same taxes as those 
privately owned, there would still re- 


main possibilities of reductions in the 
cost of money sufficient to furnish the 
“savings” incentive for public owner- 
ship. 


N Wisconsin, and no doubt in many 
other states, municipally owned 
utilities may issue bonds to the extent 
of the entire cost of property. Thus, 
their entire capital can be obtained at 
an interest cost of from 3 to 4 per cent. 
Private utilities quite properly are re- 
stricted in the amount of senior obliga- 
tions which they issue, so that bonds 
may furnish, say, from 50 to 60 per 
cent of the capital on which interest is 
3 or 4 per cent. The remaining 40 or 
50 per cent of capital is obtained from 
obligations junior to bonds, and from 
stock on which the cost may average 
6 per cent or more. Hence, the result- 


ing saving to the municipal utility may 
equal 14 to 2 per cent, or even more, 
on the total capital requirement. 

This saving in cost of money under 
government ownership should afford 
sufficient impetus toward public own- 
ership, in so far as it may be motivated 
by an attempt to reduce costs, without 
the additional incentive afforded by a 
forgiveness of taxes. I do not quarrel 
with this advantage. After all, with 
bonds of a municipal utility, the taxing 
power of the city, directly or indirectly, 
is back of the bonds, and this addi- 
tional security does and should com- 
mand lower interest rates. 


HE topic herein discussed refers 
to “indirect effect of present taxa- 
tion on public ownership of utilities.” 
It should be understood that I have not 
attempted to argue for or against pub- 
lic ownership. I maintain that if public 
ownership is to be accomplished, it 
should be brought about directly by a 
vote of the people affected, rather than 
indirectly by a taxation program. 
Advocates of any theory must be 
realistic and practical. They may fos- 
ter their cause in the inception by gain- 
ing legislative advantages for it, but in 
the end the spirit of fairness and fair 
play of the American people will insist 
on all participants starting from the 
post at the same time and letting the 
race go to the swiftest. Legislators 
might well reappraise our present tax 
structure as applied to utilities and 
may conclude to tap this new source of 
revenue; namely, the publicly owned 
utilities. If they do not, the present 
abnormal tax differential tends toward 
promotion of public ownership. 
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The Granddaddy of All Utility 
Holding Companies 


The UGI—United Gas Improvement Company—was the first 

major public utility holding company to begin operations in the 

United States. Recently it obtained from the SEC approval of a 

voluntary plan for divestment of certain securities and assets 
under the terms of the Holding Company Act. 


By M. R. KYNASTON 


N December 22nd last the 
O United Gas Improvement 

Company — commonly _ re- 
ferred to as the UGI—notified its 
stockholders that it was on that date 
filing with the SEC for approval a 
plan for the divestment of certain se- 
curities and assets under § 11(e) of 
the Public Utility Holding Company 
Act. This plan was approved by the 
commission on March 18th. 


This action is perhaps of more than 
usual interest because the UGI was the 
original public utility holding com- 
pany. The reasons for its organization 
and growth show the important role 
played by such, organizations in devel- 
oping utility service and reducing its 
cost to the public, facts often over- 
looked during the holding company 
controversy which led to the enactment 
of the Holding Company Act. 


The UGI is over sixty years old, as 
it was organized June 1, 1882. Its ini- 
tial purpose was the introduction of 
the Lowe water gas process, a new 
method for the manufacture of arti- 
ficial gas. Up to that time gas had been 
manufactured by carbonization of coal, 
and water gas—as the Lowe process 
was commonly called—was a distinct 
advance in the art. 

The company manufactured and 
promoted the sale and installation of 
Lowe water gas production machin- 
ery, which in time became known all 
over the world as “UGI Water Gas 
Sets.” Since its inception, UGI and its 
affiliated companies have sold over 
1,200 water gas sets, with a daily ca- 
pacity of one and three-quarter billion 
cubic feet of gas and with a value of 
approximately $23,000,000. There is 
hardly a gas plant in the United States 
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that does not use a gas-manufacturing 
set based upon the Lowe patents. 

In the early years the company faced 
the usual difficulties of introducing a 
new process to a skeptical industry, 
and because of this, UGI leased, and 
later bought, control of gas companies 
throughout the country in order to in- 
stall the Lowe process. 

In 1882, the gas industry’s most 
formidable competitor appeared. Three 
months after the organization of UGI 
the first electric generating station was 
put into operation in New York. 
Within the next decade electricity seri- 
ously threatened the existence of the 
gas industry by displacing gas for 
lighting. 


HE UGI, however, probably saved 
the life of the gas industry by 
giving it the means of postponing for 
several years the inevitable loss of the 


lighting business while it was develop- 
ing its cooking and heating business. 
Carl von Welsbach, an Austrian, had 
invented a mantle which glowed 
brightly when heated in the proper gas 
flame. Sensing that salvation, for the 
time being, lay in replacing the old 
open-flame burner with the Welsbach 
light, UGI in 1887, through a sub- 
sidiary—The Welsbach Incandescent 
Gas Light Company—acquired the 
United States patent rights. Shortly 
thereafter a factory was established in 
Gloucester City, New Jersey, where 
some 648,000,000 Welsbach mantles 
were manufactured and shipped all 
over the world before the eventual dis- 
placement of gas, as an illuminant, by 
electricity. 

But the UGI, although at first ex- 
clusively interested in gas, recognized 
the coming importance of the infant 
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electric industry. Through the pur- 
chase of the Heisler Electric Com- 
pany, and the development of the elec- 
tric apparatus and appliances intro- 
duced by that company, the UGI made 
contributions to the new industry that 
greatly helped to carry it through its 
initial stages of experimentation and 
development. The UGI was compelled 
to carry on this pioneer work on its 
own ingenuity and resources. Develop- 
ment losses and expenses were ab- 
sorbed because the company had faith 
in the ultimate growth of the industry. 
It further backed its faith in the future 
of electricity by adding electric light 
and power properties to its gas com- 
pany holdings. Several companies were 
acquired from time to time and either 
retained or subsequently sold or ex- 
changed for other electric properties; 
additional gas companies likewise were 
acquired and some of those retained 
are now large and important separate 
operating companies in the UGI sys- 
tem or part of other expanded systems. 
Thus, UGI gradually changed from a 
company primarily instrumental in the 
development of the technical arts of 
the gas and electric industries, to the 
ownership and operation of properties 
of this type. 


HE small isolated electric and gas 

companies that were bought in the 
early days were in most cases the 
genesis of the UGI’s present invest- 
ment in utility operating companies 
and in other holding companies. 

UGI has for years pursued a policy 
of development and integration in 
order to obtain for consumers the 
benefits of large-scale, unified, codrdi- 
nated operations and efficient manage- 
ment. In some cases this has involved 
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the acquisition of other holding com- 
panies (which could not have been ac- 
quired by the operating companies in- 
volved) owning additional properties 
scattered through various states. These 
properties, where possible, have sub- 
sequently been regrouped, those not 
available for integration disposed of, 
and the holding company dissolved. 
As it is today, the company has 
assets in excess of $332,000,000 (at 
cost or less), of which investments pri- 
marily of a permanent nature and cost- 
ing some $290,000,000 consist of— 


Investments in majority-owned and other 
statutory subsidiaries — $236,093,427—81% 
of total investments. 

Other investments—$54,271,171—19% of 
total investments. 


The major investments in subsidi- 
ary companies are in the Pennsyl- 
vania-Delaware-Maryland group and 
amount to $153,000,000 out of total 
investments in majority-owned and 
other statutory subsidiaries of $236,- 
000,000, which latter figure includes 
investment of some $59,000,000 in 
Public Service Corporation of New 
Jersey. They consist of gas and electric 
companies serving an area in south- 
eastern Pennsylvania, including Phila- 
delphia; adjacent Delaware, including 
Wilmington; gas service in additional 
territories in southeastern Pennsyl- 
vania; and electric service in northern 
Maryland and southern Pennsylvania 


in the vicinity of the Conowingo hy- 
dro development on the Susquehanna 
river. All of these companies, covering 
an area of over 3,000 square miles, are 
interconnected with respect to electric- 
ity and to a great extent intercon- 
nected for gas service. 


HROUGHOUT its sixty years of 
existence, Philadelphia, the nu- 
cleus of this territory, has been the 
home of UGI. Since 1889, UGI has 
consistently increased its investment in 
its home territory; enlarged the area 
served; added, merged, and consoli- 
dated companies until today there 
stands as the predominant interest its 
investment of $132,000,000 in Phila- 
delphia Electric Company, the largest 
company in this integrated group. 
The latter is an outstanding example 
of the way small isolated companies 
have been replaced by one large com- 
pany, the present Philadelphia Electric 
Company, not including its subsidi- 
aries, being the outgrowth of some 400 
separate companies. Philadelphia Elec- 
tric properties supply electric service 
in the city of Philadelphia and in ad- 
jacent southeastern Pennsylvania, in- 
cluding Delaware county and substan- 
tial parts of Bucks, Chester, and Mont- 
gomery counties, and the northeastern 
part of Maryland. In the latter terri- 
tory is the large Conowingo hydro- 


= 


that time the gas works were privately owned and manage- 


q “Gas was introduced to the city of Philadelphia in 1836. At 


ment was by city-appointed trustees. Early in 1841, after 
five years of successful pioneering, city councils passed an 
ordinance which resulted in municipal ownership. From this 
time on until the management and operation was taken over 
by the UGI in 1897, gas service in Philadelphia underwent 
many vicissitudes.” 
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electric station on the Susquehanna 
river. Service is supplied to an esti- 
mated population of over 2,800,000. 

Gas service of the Philadelphia Elec- 
tric Company is rendered in substan- 
tial portions of Delaware, Chester, 
Montgomery, and Bucks counties, and 
in a small part of Lancaster county 
to a total population estimated at 
750,000. 

What were once several hundred 
individual companies, mostly under 
different ownership, have been brought 
into one large company serving some 
2,000 square miles of territory at rates 
from 40 per cent to 60 per cent lower 
than previously. This one company 
serves electricity to about 90 per cent 
of the farms in its territory. The UGI 
also developed other important invest- 
ments in the same and adjacent areas. 


AS was introduced to the city of 


Philadelphia in 1836. At that 
time the gas works were privately 
owned and management was by city- 
appointed trustees. Early in 1841, after 
five years of successful pioneering, city 
councils passed an ordinance which re- 
sulted in municipal ownership. From 
this time on until the management and 
operation was taken over by the UGI 
in 1897, gas service in Philadelphia 
underwent many vicissitudes. 

In 1897, the city leased the gas 
works to UGI for a period of thirty 
years, under which lease benefits ac- 
crued to the city to the extent of more 
than $115,000,000: 


Rent paid to the city of Phila- 
delphia in cash $62,000,000 
Betterments turned over to the 
city 33,800,000 
Free gas for street lamps and city 
buildings 13,600,000 
Cost of lighting, cleaning, and 
maintenance of city street 
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During this period the aggregate net 
income to the UGI from this source 
was approximately $21,000,000. 

That the first thirty years’ operation 
of the Municipal Gas Works by UGI 
was satisfactory is evidenced by the 
fact that a new agreement was entered | 
into between the city and UGI, effec- 
tive January 1, 1928, for an indefinite 
period terminable by either party at the 
end of any 10-year interval. Under 
this agreement, the operation of the 
gas works was assigned by UGI to The 
Philadelphia Gas Works Company, a 
wholly owned subsidiary. The agree- 
ment was, in effect, a “service at cost” 
agreement, UGI receiving a fixed an- 
nual fee with the rates adjusted yearly 
to cover the cost of operations. 


gemma under this agreement 
continued for a period of over 
eleven and a half years and netted the 
city of Philadelphia $48,660,000 in 
rentals and $11,111,716 in expendi- 
tures for plant improvements, making 
a total of $59,771,716 of benefits to 
the city. The gas consumers in the city 
were given eight rate reductions dur- 
ing the period of operation under this 
agreement which resulted in estimated 
yearly savings to them of $2,958,525. 
The aggregate income to UGI with- 
out deducting ordinary expenses 
brought about by the agreement was 
$9,918,832. 

A third agreement, dated October 5, 
1938, as amended by two agreements 
dated July 31, 1939, provided for oper- 
ation of the Municipal Gas Works by 
The Philadelphia Gas Works Com- 
pany, effective August 1, 1939, the 
faithful performance of the agreement 
by The Philadelphia Gas Works Com- 
pany being guaranteed by UGI. This 
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Research Activities of UGI 


ad the past several years the research activities of UGI have 

been directed towards a better utilization of the chemical 

possibilities of water gas tars and their light oil constituents. This 

has resulted in the development of new and highly specialized pe- 

troleum-cracking processes for the production of numerous strate- 

gically important hydrocarbon intermediates from crude oil in addi- 
tion to the usual fuel products.” 





agreement also is a “service at cost” 
agreement, with a fixed rental to the 
city and a fee to the company. 

In connection with the issuance of 
$41,000,000 principal amount of trust 
certificates by Fidelity-Philadelphia 
Trust Company, trustee of the Phila- 
delphia Gas Revenue Trust, the city of 
Philadelphia has assigned the rentals 
payable under the agreement until such 
time as the payments received by the 
trustee shall aggregate an amount suf- 
ficient to pay the principal amount of 
the trust certificates, premiums, and 
interest thereon, together with the 
taxes and expenses of the trust. 


G- of the important results of the 
UGI influence over its subsidi- 
aries has been their consistent reduc- 
tion of rates, In the annual report to 
the stockholders for the year 1930 the 
ees policy was stated as fol- 
OWS : 
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Rates should be constantly adjusted so as 
to yield only a fair and reasonable return on 
the value of the property devoted to the pub- 
lic use. This return should be sufficient at 
all times to attract new capital and to in- 
clude a reward for efficient, enlightened, and 
honest management. Economies resulting 
from efficient management and from merg- 
ers, consolidations, and interconnections 
should be shared with the consumer in re- 
duction of rates. 

Important research work has been 
another of the company’s valuable con- 
tributions to the public welfare. UGI 
laboratories are known the world over 
and are recognized as outstanding in 
their fields. For over sixty years the 
technical problems of the gas industry 
have passed through the company’s 
laboratories and have been solved for 
the benefit of individual companies, 
the industry as a whole, and the public 
in general. 

Starting with the development of 
equipment for the manufacture of 
water gas, and continuing with the re- 
finement of this as well as the coal gas 
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process, almost every advance in the 
art has been the result of intensive re- 
search fostered by UGI. 

Of the more outstanding develop- 
ments in recent years are the UGI proc- 
ess for using heavy oils in the manu- 
facture of carburetted water gas, its 
process for the reforming of high 
BTU hydrocarbon gases into gases 
suitable for mixture with ordinary blue 
gas, and its process for producing in 
carburetted water gas sets a substitute 
for natural gas with a BTU content 
approximating the latter. 

The companies which UGI controls 
have had the use of these processes and 
discoveries which has resulted in 
considerable annual savings, besides 
which the processes and discoveries 
have been available to the industry in 
general upon the payment of reason- 
able royalties. 


we Jor contribution to the country, 
as a direct result of UGI re- 
search, occurred at the time of our en- 
trance into World War I when 
UGI gas plants were the only ones in 
this country prepared to produce tol- 
uene, an essential in the production of 
explosives. The company’s experts 
were loaned to the government for the 
purpose of developing a program to 
meet the country’s requirements of 
this necessary ingredient in the manu- 
facture of trinitrotoluene—the so- 
called “TNT.” These experts were 
largely instrumental in the develop- 
ment of the process used to produce 
toluene from kerosene, in this manner 
providing the Ordnance Department 
with an unlimited supply. The com- 
pany’s engineers designed and built 
several large plants for the manufac- 
ture of this product, the output of 


which made possible the volume pro. 
duction of high explosives required by 
the American and Allied forces. 

For the past several years the re 
search activities of UGI have been di- 
rected towards a better utilization of 
the chemical possibilities of water gas 
tars and their light oil constituents, 
This has resulted in the development of 
new and highly specialized petroleum- 
cracking processes for the production 
of numerous strategically important 
hydrocarbon intermediates from crude 
oil in addition to the usual fuel prod- 
ucts. Ugite Sales Corporation, a 
wholly owned subsidiary, has for some 
time been testing the possibilities of 
these processes in an experimental 
plant which it constructed at Chester, 
Pennsylvania. 

While the purpose of these opera- 
tions has been to develop and to estab- 
lish markets for products to be used 
principally in the manufacture of con- 
sumer goods, the entry of this country 
into the war has greatly disturbed the 
market for consumer goods and in 
turn has created a demand for other 
commodities essential to the successful 
prosecution of the war. As a result of 
these changed conditions, UGI re 
search department and the Ugite or- 
ganization are now devoting all of 
their energies, in codperation with gov- 
ernmental agencies, to the determina- 
tion of the extent to which the Ugite 
process may be utilized in the national 
emergency. 

Thus the first public utility holding 
company has justified its long life by 
its fine record of beneficial public 
service. 


T was on December 22nd that the 
directors of the United Gas Im- 
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W. Boprne, president of the 





» pro- provement Company approved a plan 
ed by for the distribution to the preferred ® company, asserted in a letter to 
and common stockholders of certain of the stockholders: 

le re- the ons S major investments and The plan is deemed advantageous to the 
on di- approximately $30,600,000 cash. Dis- gpm ee of UGI, > pac ~~ 
: : will receive in liquidation partly cash an 
on of tribution of other assets would follow. cause & ‘aeeckc 60 an Ge cada, 
T gas Immediately following the direc- Philadelphia Beectric Company, bearing 
’ : cumulative dividends which are preferre 
tents. tors’ action, the company sought and over those on the new common stock of 
nt of secured from the SEC approval of a that company. Ca the basis of the cotianated 
i . " earnings of Philadelphia Electric Company 
eum voluntary plan for compliance with for 1942, the preferential dividend of the 
ction 1l(e) of the Public Utility Holding new + apr preference — stock 
: ° would be earned approximately 5.7 times, 
rtant Company Act. Roughly speaking, this and the over-all coverage of interest, pre- 
rude plan proposes to retire UGI $5 divi- ferred and preference common stock divi- 

rod- dend preferred stock by issuing for ‘ends about 2.3 times, 

The plan is considered advantageous to 
ae each share three shares of a new $1 the UGI common stockholders, since it will 
some dividend cumulative preference com- _ Presently transfer to them the direct owner- 

2 : i ship of the company’s major investments 
Ss of mon stock of the Philadelphia Electric and facilitates further distribution or 
ental Company plus $40 cash. As an al- other disposal of those remaining assets as 
lt j may prove desirable and practicable in the 
ster, ternative UGI preferred stockholders future, and effects a substantial reduction in 
may also receive cash and new Phila- taxes, besides making possible a reduction in 
; ; other expenses of UGI. 
Dera- delphia Electric stock. 
stab- The common stock of UGI is to re- While the plan provides for the pres- 
used ceive, as partial distribution of capital, ent distribution of at least two-thirds 
con- one-third of a share of new common of UGI assets, the ultimate disposition 
intry stock of Philadelphia Electric and one- of other assets and of obligations such 
1 the twelfth of a share of common stock of as security and performance guaran- 
d in Public Service of New Jersey. Later, ties and rearrangement of certain of 
ther the common stock will receive its pro the remaining properties offer sub- 
3s ful rata share of such remaining assets of stantially greater problems, however, 
It of UGI which it may be desirable and than the initial step proposed to be 
re- feasible to distribute. taken. 
- OF- 
| of , 
se Call for Capital 
S 6¢]* considering the structure of the economy which must follow 
na- after the war, it is absurd to talk about our national economy be- 
igite coming less capitalistic, if by that it is meant more abundant supplies can 
| be obtained with relatively smaller capital resources. 
ona “When one considers the immense amount of capital which will be re- 
quired to meet our postwar demands to reckon with the satisfaction of 
iin human needs, it becomes apparent that all thinking which does not take 
§ these factors into account is entirely without meaning. Our postwar 
: by economy will require, as its basic prerequisite, enormous amounts of the 


savings of the people to capitalize future economic progress. I have 
never looked upon government spending, whether for war or for peace- 
time needs, in any sense other than as ‘economic blood-letting.’ With this 
in mind, I believe it essential that private capital resources be carefully 
strengthened for use as economic ‘blood transfusions’ when the war has 
been won.” 
—Enmi ScHRAM, 
President, New York Stock Exchange. 
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OPA’s Utility Rate Control 


Will this Federal war agency, through its right to 

intervene in rate cases to prevent inflation, dominate 

the established Federal and state regulatory com- 

missions? The author thinks OPA will be: Rate 
Maker No. 1. 


By LARSTON D. FARRAR 


, \HE public utilities of the nation 

may as well recognize the fact 

that they must contend with a 
new rate maker, in addition to the 
dozens of city, state, and Federal agen- 
cies which have been exercising this 
prerogative over power companies, gas 
companies, railroads, communications, 
and related enterprises these many 
years. 

The Office of Price Administration, 
much maligned for activities in other 
fields, continues to grow and spread, 
and although it was thought that its 
officials were staying busy enforcing 
thousands of regulations setting prices 
on everything from a urinalysis in a 
medical laboratory to the price of 
radishes, they have gone the whole 
route and are now regulating the over- 
regulated public utilities field. 

OPA, in short, is now rate maker 
(or breaker) No. 1. 

Exhibit No. 1 to show OPA’s de- 


termination to supersede, if not ignore, 
established rate-making authorities 
created by Congress and state legisla- 
tive bodies can be seen in Washington, 
D. C., headquarters of the sprawling 
price-fixing organization, which lost 
its first leader by popular action, but 
now has former Senator Prentiss M. 
Brown of Michigan as its director. 

This exhibit is the case of the OPA 
versus the District of Columbia utili- 
ties commission and the Washington 
Gas Light Company, who may have 
fought against one another in the past, 
but who find themselves aligned in the 
struggle to throw off the restraints 
OPA would impose on both. 

Briefly, this is the history of the 
case, which is important to other gas 
companies and public utilities because 
it is the first of its kind since OPA 
entered the utilities field : 

Last October, the Washington 
Gas Light Company petitioned the 
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District of Columbia utilities commis- 
sion for a rate increase designed to 
bring the company approximately 
$500,000 or $600,000 additional rev- 
enue in the ensuing year. The com- 
pany cited the fact that rates had been 
based heretofore on a “sliding-scale” 
arrangement in which full costs of 
operation, amortization of bonds, and 
a fair profit margin were taken into 
effect, and that, in line with this policy, 
the company needed and deserved an 
increase in rates. The public utilities 
commission, after due hearings which 
were publicized widely each day by 
Washington newspapers, and were at- 
tended by many members of the public, 
granted a rate increase of $200,000 an- 
nually, effective November 16th. 


i the case had been widely 
publicized, it drew.no comment 
either from the OPA or the Office of 
Economic Stabilization. These agen- 
cies, however, acted as soon as the 
PUC granted the nominal increase. 
Leon Henderson said he was “looking 
into the situation,’ and several days 
later the OPA petitioned the PUC to 
set aside the rate increase “‘to prevent 
inflation.” 

Its position was that, according to 
the congressional act of October 2, 
1942, the so-called Economic Stabili- 
zation Act, any utility seeking an op- 
portunity to increase its rates must 
give the President’s representatives a 
“reasonable” opportunity to discuss 
the case to see whether or not it was 
“inflationary” under existing condi- 
tions. The gas company had in fact 
notified the government of its inten- 
tion to seek a rate increase on October 
15th, some days before the increase 
was granted. 
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Washington’s public utility commis- 
sion, the rate-making authority of the 
District of Columbia, declined to set 
aside the increase it had granted to the 
company, maintaining that the increase 
was “just.” It took cognizance of the 
fact that both OPA and former Su- 
preme Court Justice James F. Byrnes, 
now head of the Office of Economic 
Stabilization, had been informed of 
the contemplated action well in ad- 
vance of the increase. 

As a matter of fact, if any official 
of the OES or OPA had read a Wash- 
ington newspaper for a week, he would 
have been blind, indeed, had he not 
noticed the company’s intention to file 
for an increase. The news was carried 
in bold type each day. 


PON the refusal of the District of 
Columbia Public Utilities Com- 
mission to set aside its rate order, the 
OPA took the case to district court in 
Washington. 

The new rates went into effect on 
November 16th and most consumers 
were surprised to notice little “infla- 
tionary” tendencies in their new bills. 
As a matter of fact, the inflation meas- 
ured by increases in customer’s bills 
amounted to approximately 3 cents a 
month in the case of the average gas 
consumer. 

Customers as a whole had virtually 
forgotten the increase in rates when 
on February 1, 1943, Justice F. Dick- 
inson Letts ruled in district court that 
the OPA and the OES were right and 
that the increase was null and that the 
case had to be returned to the PUC for 
consideration. His interpretation is 
interesting : 

“I think the PUC erred in its belief 
that it could proceed in accordance 
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with the 1935 sliding-scale arrange- 
ment alone and in the face of the con- 
gressional act of October 2, 1942,” 
the court said. 

The act of October 2nd, the court 
observed, required that the commis- 
sion give the President’s representa- 
tive a “reasonable” opportunity to pre- 
sent his case so that the commission 
might determine whether the formula 
agreed upon in the sliding-scale ar- 
rangement was inflationary in view of 
the changed economic and war condi- 
tions. 

He added: “I think . . . the com- 
mission regarded the inquiry within 
narrow limits . . . and closed its ears 
to the insistent demands of appellants 
to give consideration to the new fac- 
tors required by the act of October 
2nd. In that respect, I find the action 
of the commission was arbitrary and 
illegal. 

“The commission in good faith has 
sought to fulfill its obligations under 
the sliding-scale arrangements, but 
may have lost sight of the check upon 
it which has been voiced by the Con- 
gress .. . Any arrangement before 
October 2nd lacks public approval and 
must give way to congressional edict. 
The basic principles of the arrange- 
ments and other factors which inhere 
in the question of inflation and of fair- 
ness and justice are open for considera- 
tion.” 


q 
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B E that as it may, on February 26th, 

Senator Walter F. George, of 
Georgia, taking cognizance of OPA’s 
entrance into new fields in its attempt 
to “cut profits,” declared that “If 
price ceilings are to be used to cut ex- 
cessive profits, then the OPA will be 
in a position of determining what are 
excessive profits without any standard 
for such a determination. Congress 
certainly had no such thought in mind 
when it set up the OPA to control 
prices.” 

Senator George, incidentally, called 
for immediate reorganization of OPA 
to “eliminate social and economic 
theorists.” 

On February 10th, Justice Letts 
granted the Washington Gas Light 
Company a stay of execution of his 
order of February Ist vacating the 
$200,000 increase allowed by the 
PUC. The order was stayed so that 
counsel for the company could take the 
case to the United States Court of Ap- 
peals, but denied the gas company’s 
plea that the stay remain in effect until 
after a possible appeal is taken to the 
United States Supreme Court. 

Meantime, most Washington con- 
sumers are waiting anxiously to get 
their 6-cent or 9-cent check from the 
Washington Gas Light Company. 
Several consumers have pointed out 
that this will make up, in part, for the 
extremely low rates the OPA paid 


“THE Office of Price Administration, much maligned for 
activities in other fields, continues to grow and spread, and 
although it was thought that its officials were staying busy 


enforcing thousands of regulations setting prices on every- 
thing from a urinalysis in a medical laboratory to the price 
of radishes, they have gone the whole route and are now 
regulating the overregulated public utilities field.” 
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OPA’S UTILITY RATE CONTROL 


them for their tires, turned in last De- 
cember. Many reported receiving 
from 50 to 60 cents for tires that 
would have brought from $15 to $20 
if sold on the market. But not having 
money enough to hire lawyers, and not 
having access to any special ‘“‘adminis- 
trative” funds given to the President, 
these consumers can do nothing ex- 
cept hope that the OPA will save them 
3 cents a month on their gas bills. 

Since it has been a long-time policy 
of the present administration to take 
cases in which it is crossed right up to 
the Supreme Court, it appears doubt- 
ful that the Washington Gas Light 
Company will get to keep its increase 
without going to the highest court in 
the land. To many observers, there is 
even more doubt about it when it gets 
there. 


. 


1 Washington Gas Light Case 
is complicated by the fact that it 
involves the so-called Washington 
plan, which calls for sliding-scale prof- 
it-sharing rate adjustment. It is also 
complicated by the fact that OPA, pre- 
vious to the effective date of the Eco- 
nomic Stabilization Act (last October 
Ist), had been allowed by the District 
commission to introduce about the 
same kind of evidence on alleged infla- 
tion which it subsequently introduced 
on its second appearance (after Octo- 
ber Ist). The commission thereupon 
decided that OPA should be limited to 
the introduction of evidence bearing on 
the inflationary effect of the proposed 
increase and should not go into the 
merits of the Washington plan. The 
court agreed with OPA that the 
Washington plan, however successful 
under normal conditions, was subject 
to reexamination in light of inflation- 


ary factors which the Economic Sta- 
bilization Act required to be consid- 
ered. 

If the district court’s opinion is con- 
strued to mean that there is no limit on 
the right of OPA to introduce evi- 
dence on so-called inflationary factors 
(whether issues of valuation, return, 
taxes, expenses, etc.), the state com- 
missions may as well abdicate control 
of their own procedure. True, this is 
not necessarily tantamount to giving 
the OPA direct veto power over pro- 
posed utility rate increases. Yet, it 
would give OPA virtual control of rate 
proceedings and the power to resort to 
such dilatory tactics that rate increase 
applications in many cases might well 
prove futile. This view, incidentally, 
clashes with the doctrine of presump- 
tion in favor of regulatory commission 
fact finding which the Supreme Court 
has been building up in other rate cases 
over the last decade. This will be an 
interesting point to watch in the ap- 
pellate disposition of this case. 


HE issue, in final analysis, is 

whether Congress intended to 
confine OPA’s representation in rate 
cases to the question of direct infla- 
tionary effect. Or did Congress (not- 
withstanding its defeat of the Norris 
resolution) intend to give OPA au- 
thority to present evidence on basic 
questions of rate regulation? 

More recently we were given evi- 
dence that the OPA will not only seek 
to block utility rate increases but will 
even move in an affirmative fashion to 
obtain utility rate reductions. This was 
indicated in the case of another Dis- 
trict of Columbia utility, the Potomac 
Electric Power Company, which we 
might call No. 2 exhibit. Doubtless, 
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Power of Commission to Fix Rates 


. ok em normal concept of public utility regulation presumes that 
all proper parties to a dispute should have their day in court 
—which is to say, before the commission. But if the commission after 
hearing such evidence should decide against the complaining parties 
and fix rates which in its judgment yield a reasonable return, and if 
such rate orders are upheld on appeal by courts of competent juris- 
diction, that is supposed to be the end of the matter.” 





OPA is intervening in this case under 
its general statutory authority to drive 
down prices affecting the cost of living 
instead of the Economic Price Stabili- 
zation Act of October 2nd, which gave 
the OPA formal right of intervention 
only in cases where rates were in- 
creased over levels prevailing Septem- 
ber 15, 1942. 

The Potomac Electric Power Com- 
pany is not seeking any rate increase 
for 1943 under its Washington plan. 
It was at first believed this move might 
forestall OPA interference with the 
plan. However, when the annual elec- 
tric rate hearings were held before the 
District of Columbia Public Utilities 
Commission on March 2nd, OPA 
sought to intervene with evidence pur- 
porting to show that the company’s 
rates should be reduced and the entire 
plan reéxamined. 

Furthermore, the Treasury Depart- 
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ment and the Federal Works Agency 
joined in as important customers of 
the Potomac Electric Power Company 
with a demand that the rates should be 
reduced. Admittedly, the Federal gov- 
ernment, with its vast array of public 
buildings throughout the city of Wash- 
ington, has the usual regulatory right 
of any large customer to seek a reduc- 
tion in such proceedings before the 
public utilities commission. 


iG was noted, however, that the 
Treasury Department, the Office of 
Economic Stabilization, the OPA, and 
the Federal Works Agency seem to be 
acting in concert. Furthermore, there 
was an open threat that unless the rates 
were reduced the Federal government 
would resort to public ownership. 
There have even been suggestions to 
the effect that it might act under its 
Second War Powers Act to expropri- 
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ate utility property in Washington 
along the lines followed in Puerto 
Rico. Such threats hardly seem in 
keeping with the theory of public util- 
ity regulation—if such regulation is to 
be given the dignity of a judicial proc- 
ess. 

The normal concept of public utility 
regulation presumes that all proper 
parties to a dispute should have their 
day in court—which is to say, before 
the commission. But if the commission 
after hearing such evidence should de- 
cide against the complaining parties 
and fix rates which in its judgment 
yield a reasonable return, and if such 
rate orders are upheld on appeal by 
courts of competent jurisdiction, that 
is supposed to be the end of the matter. 
In other words, it is like a game in 
which the decision of the umpire ought 
to be regarded as binding. 

The threat of public ownership 
under such circumstances, therefore, 
would seem to be in the nature of a 
warning that government parties have 
no intention of abiding by the rules of 
the game if they lose, and that, if they 
don’t get what they want by regulatory 
process, they will take it by force, to 
wit : expropriation. 


| hates No. 3 to prove that OPA 
considers the utility rate-mak- 
ing field as its own ground today can 
be found in the case of this agency 
versus the Interstate Commerce Com- 
mission, one of the oldest, best-estab- 
lished rate-making bodies in the na- 
tion, which has done a passable job of 
fixing rates for public carriers so long 
it is a household word. 

Yet, Max Swiren, attorney for the 
government agency, went before the 
ICC in Washington on February 11, 
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1943, and alleged that the railroads are 
not justified in keeping the rate in- 
crease granted them more than a year 
before by ICC, when it was proved 
conclusively that tremendous wage 
increases, higher operating costs, and 
other obvious factors made such an 
increase mandatory. 

Mr. Swiren maintained that the 
railroads are making excessive profits 
from war business and that continu- 
ance of the increases threatened the 
anti-inflation program. 

Mr. Swiren, however, did not ex- 
plain how the refunds would be made 
if the ICC reversed itself. And he 
made no mention at all of the fact that 
a full year had passed before the thou- 
sands of OPA and OES employees, 
headed by Messrs. Henderson, Brown, 
and Byrnes so far, recognized the 
“threat of inflation” in the increases. 

It is assumed that one of these gen- 
tlemen took a trip on the trains last 
November or December, noticed the 
crowded conditions, and decided it 
would be a good time to open up on 
the railroads, which, while maintain- 
ing excellent service in view of the de- 
mands, cannot promise anybody a seat 
every time he wants one. 

James M. Souby, general solicitor 
for the Association of American Rail- 
roads, declared that the proposal to 
take away the increases because of 
higher earnings by the carriers was 
“equivalent to penalizing the perform- 
ance of an efficient worker by cutting 
the rate per piece he is paid.” He said— 
and proved—that the railroad rates to- 
day for hauling one ton of freight one 
mile are lower, on an average, than at 
any time since 1918. The railroads, it 
will be recalled, were in the hands of 
the Federal government in 1918. 
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a a visitor from Mars, the actions 
of OPA and OES in getting into 
the public utility rate-making field 
would appear strange, since he would 
see readily that state utility commis- 
sions, the ICC, the FPC, the FCC, and 
many other bodies already are covering 
these fields thoroughly. To get any 
sense at all out of these OPA policies, 
the Martian visitor would have to be in- 
formed of the fact that one of the first 
aims of a small but active group is to 
attack public utilities and all private en- 
terprise ; secondly, to make it unprofit- 
able for them to do business, thus leav- 
ing the public with only one alternative 
—government subsidy and govern- 
ment operation. 

If one considers this a far-fetched 
idea, he need only turn to the writings 


of the men who shape OPA’s policies, 
For one example (many could be 
given), we end with a quotation from 
an article written by A. C. Hoffman, 
chief of OPA’s food price division: 
It is not possible on the basis of present 
information even to approximate how much 
the needless duplication of marketing facili- 
ties at all stages of food distribution adds to 
marketing spreads. But it can be asserted 
positively that the number of retailing, 
wholesaling, processing, and assembling 
establishments has multiplied out of all pro- 
portion to what would be needed if food 
distribution were organized on what might 
be called a social-engineering basis. ... 
This is a direct quotation taken 
from an article on page 635, written by 
Mr. Hoffman in the 1940 “Yearbook 
of Agriculture,” published by the U. S. 
Department of Agriculture. You can 
be sure that there are many in OPA 
who are of the same opinion. 


_Editors Note.—For the published decision in the Washington Gas 
Light Company Case, see Byrnes v. Flanagan (1943)—F Supp 
—, 47 PUR(NS) 1, reviewing (1942) 46 PUR(NS) 1, 45, 50. 





Businessmen in Washington 


6G | ee the time when the defense effort was first launched 

there has been criticism from left-wing sources, both 
within the administration and in Congress, of businessmen in 
government posts. Congressional investigations have been 
launched. A wide variety of charges have been made against 
them, usually built around the contention that they might serve 
the interests of the corporation or industry which employed 
them.... 

“As the nation becomes fully mobilized for all-out warfare, it 
will become more necessary than ever to utilize all available’ 
ability, talent, and experience for winning the war. It would be 
unfortunate indeed if distrust of businessmen, born of the pre- 
war social reform era, should reappear to hamper or limit the 
effectiveness of these men in filling the exacting and trying jobs 
to which they have been called because of their ability to fill 
them successfully. 

“Sniping at businessmen in Washington from the left should 
cease, in the interest of the war effort.” 

—EpITorRIAL STATEMENT, 
The Journal of Commerce. 
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Wire and Wireless 
Communication 


n March 22nd, J. A. Krug, Director 
O of the Office of War Utilities, 
signed Order U-2, which is in effect a re- 
vision of L-50. This order formerly 
established WPB limitations under which 
critical telephone materials and equip- 
ment could be used. The principal fea- 
tures of the new Limitation Order U-2 
are as follows: 

1. Telephone companies are re- 
quired to limit the total number of 
main stations and PBX trunks which 
they connect to any single office ex- 
change to 105 per cent of the number 
which such equipment was designed to 
service (except where an exchange is 
designed to serve less than 1,000 main 
stations). 

2. No further installations of resi- 
dence extensions, residence PBX, or 
jacks and plugs for use with residence 
phones. 

3. No additional main or party-line 
installation to be installed as a substi- 
tute for residence extension. 

4. In case of serious illness, tem- 
porary extensions are permitted. 

5. No copper or copper weld open 
wire to be used in exchange line plant. 
(It can be placed in a toll line plant.) 

6. No further installation of dial 
PBX or dial intercommunicating sys- 
tems. (Dial units of 100 lines or less 
still in stock may be installed. ) 

7. Additions to or relocation of the 
above (No. 6) is permissible for an 
essential requirement. 
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8. All new or reconnected subscrib- 
ers will be on an interim basis, subject 
to regrading or disconnection where 
necessary. 

9. Idle facilities may be reserved 
where necessary to meet promptly 
normal or fairly anticipated prospec- 
tive essential requirements. 

10. No further installation of tele- 
typewriter service, except for essential 
requirements. 

11. No more than two spans of drop 
wire on existing cable or open wire 
leads will be permitted for nonessen- 
tial subscribers in exchanges which 
serve less than 1,000 stations. Only 
one span in exchanges serving more 
than 1,000 stations is permitted, except 
that where the first span is less than 75 
feet, two spans may be installed if 
needed. (This limit refers only to drop 
wire paralleling existing open wire or 
cable plant ; it does not limit drop wire 
run from the main lead to the sub- 
scriber’s premises. ) 

12. Replacements of metal equip- 
ment and facilities will be limited to 
essential requirements of maintenance 
and repair, except for the armed 
forces, emergency, or regrading. 

13. Interim subscribers must be dis- 
connected or regraded where necessary 
(and feasible) to permit new connec- 
tion for an essential requirement. Dis- 
connections will be made in the reverse 
of the dates of connection, business 
service having preference over resi- 
dential service. 
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14. Necessary “essential” subscrib- 
ers may also be regraded to provide 
service for additional “essential” sub- 
scribers. 

15. No further additions to existing 
exchange central office or outside plant 
permitted except for the following: 
(a) necessary maintenance and pro- 
tection of service; (b) “essential” 
service; (c) public pay stations; (d) 
200 pounds of steel wire for metallic 
lines and 100 pounds for grounded 
lines for rural food-producing sub- 
scribers; (e) additional cable termi- 
nals oneexisting cable plant to expose 
vacant facilities otherwise not usable. 

16. Foregoing replacements and ad- 
ditions must be engineered for only 
one-half of the normal period and in 
no event more than three years (al- 
though cable pairs for carrier circuits 
may be engineered on the basis of one- 
half normal period in any event.) 

17. Exemptions from limitations 
imposed under U-2 are permitted for 
projects approved and rated under 
PD-2 applications, Form PD-685, and 
direct orders of the War Production 
Board. (Projects commenced before 
the date of U-2 are also exempt. ) 

18. At least a 2-year record on the 
quantity of steel wire and main stations 
connected for food producers must be 
kept. 

19. Appeals may be taken in cases 
where U-2 would result in exceptional 
or unreasonable hardship. 

20. “Essential” requirements under 
Schedule A of U-2 include service for 
the following: the armed forces, gov- 
ernmental offices, foreign government 
agencies, doctors, business, or public 
organizations connected with public 
health, public utilities, press and radio, 
churches and schools, wholesale and 
retail food organizations, war plants, 
and housing developments. 


On March 27th Mr. Krug also signed 
another order for the OWU Communi- 
cations Division affecting priority ratings 
for telephone companies. This replaced 
the old repair and maintenance order, 
P-130. It will give the telephone com- 
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panies a priority rating of AA-1 and, 
similar “MROU?” rating with respect to 
the use of controlled materials for repair 
and maintenance. It will also provide 
further inventory restrictions. It wil 
authorize telephone manufacturers to act 
as clearing houses for the resale between 
operating companies of surplus inventory 
items listed. 


* * *K X* 


MPROVED design of high-frequency 

telephone wires and other war-time 
communication lines, effecting a saving 
of strategic copper, may be possible from 
research work by Dr. B. R. Teare, Jr, 
and his assistant, Mrs. Josephine R. 
Webb, of the Carnegie Institute of Tech- 
nology. 

Copper covered steel wire is just about 
as good as solid copper wire except at 
the lowest frequencies, the scientists dis- 
covered. Wide use is being made of a 
copper covering welded to a steel core be- 
cause the great strength of this wire per- | 
mits poles for the wires to be spaced far 
apart and saves large quantities of cop- 
per. 

Resistance of copper covered steel at 
ordinary power frequencies was known, 
but performance in the increasingly im- 
portant range up to 150,000 cycles had 
not been charted previously. 

Communication systems can be de- 
signed to fit both the material available 
and war-time requirements without the 
delay of testing the conductor by using 
the formulas announced by Dr. Teare 


and Mrs. Webb. 


* KF *K * 


f Speecinenetr sy program of postwar 


construction and new capital 
financing was forecast by Charles P. 
Cooper and Mark R. Sullivan, financial 
and operating vice presidents, respective- 
ly, of the American Telephone and Tele- 
graph Company, in the current issue of 
Bell Telephone Magazine, recently re- 
leased. 

Mr. Cooper, in an article entitled 
“Financing Telephone Growth,” stated 
his belief that $1,000,000,000 to $1,500, 
000,000 may be needed within ten years 


494 





and a 
pect to 
repair 
TOvide 
It will 
to act 
tween 
entory 


uency 
t-time 
saving 
from 
e, Jr, 
1e R 


Tech- 


about 
pt at 
$ dis- 

of a 
re be- 


> per- | 


d far 
cop- 


el at 
own, 
y im- 


> had 


de- 
lable 
t the 
ising 
‘eare 


twar 
pital 
cial 
Hive- 


WIRE AND WIRELESS COMMUNICATION 


following the time when materials again 
become available, and that “several hun- 
dred million dollars may be needed in 
each of the first few years of that period.” 
Mr. Sullivan pointed out that there are 
also numerous speculative developments, 
including television transmission over 
coaxial cables and transatlantic telephone 
transmission by submarine cable, which 
are not included in the $1,500,000,000 
estimate. 

Among the items included in the esti- 
mate are the following: 


1. Equipment to fill “held orders” 
which cannot now be met because of 
lack of facilities. These orders now 
number more than 400,000, and are 
expected to increase rapidly before 
materials again become available. 

2. Facilities to relieve the present 
seriously overloaded condition of tele- 
phone plant. Normal plant margins 
must be restored, and in many cases 
this will involve replacement of plant 
built in war time. 

3. Reconstruction and telocation of 
many telephone lines because of high- 
way and other postwar construction 
programs. 

4. Resumption of the program of 
converting telephones to dial service. 

5. Replacement of older types of 
telephone instruments by newer types. 

6. Extension of means by which 
telephone calls over toll lines can be 
dialed, either by the person making a 
call or by an operator. 

7. Further replacement of open- 
wire toll lines by cables. 

8. Extension of overseas telephone 
service to additional points. 

9. Wider establishment of time and 
weather announcement services. 

10. Extension of radiotelephone 
service to motor vehicles and boats of 
inland waterways. 


Such a program, Mr. Sullivan pointed 
out, means building one-third as much 
plant in a few years as the Bell system 
has built in sixty-five years of growth. 
“How fast the Bell system will be in a 
position to raise the vast sums required,” 
he concluded, “depends almost entirely 
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upon how well it sustains its credit posi- 
tion during the war.” 


a the financing problem in 
greater detail, Mr. Cooper empha- 
sized the system’s need for earnings ade- 
quate to attract new equity capital. “The 
Bell system companies,” he observed, 
“have been able to obtain a limited 
amount of bond money at cheap rates. 
But it would be a mistake to suppose that 
they could continue to obtain very much 
larger amounts at the same cheap rates.” 

Ability of the Bell system companies to 
issue bonds at low rates of interest, Mr. 
Cooper continued, “has been due to the 
low proportion of funded debt and the 
large backlog of equity capital. Of 
course, it has been possible to maintain 
this equity backlog only by frequent stock 
financing in large amounts. The reason, 
and the only reason, why this continued 
stock financing was possible is that the 
earnings, and of course I mean earnings 
after taxes, were satisfactory to the in- 
vestors. The argument that regulatory 
bodies should reduce Bell system earn- 
ings because of its high credit standing 
starts a vicious circle. The credit is high 
because the earnings are good, and have 
been satisfactory to the investors.” 


* * *K * 


NEW channeling system that is quiet- 

ly revolutionizing the printing tele- 

graph art is known to engineers as 

“Varioplex” and to the public as “tele- 

meter.” It is the invention of Philo Hol- 
comb, Jr., of Great Neck, New York. 

In the conventional Multiplex system 
the speed of the circuit is equally divided 
among its channels, regardless of 
whether they have anything to send. If 
intermittent traffic is put on a Multiplex 
channel, a serious loss of circuit efficiency 
is experienced. 

On the Varioplex, however, a local 
“seeking” device predetermines the chan- 
nels which wish to send and constantly 
divides the line time among them. Since 
the idle channels are always skipped by 
the “seeker” the efficiency of the Vario- 
plex circuit is 100 per cent until the traffic 
from all channels has been disposed of. 
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There is a great convenience in chan- 
neling because channels can be used as 
they are for separate units of communi- 
cation or extended indefinitely by con- 
necting them to channels of other circuits. 
Multiplex channels are few and precious 
as a division of the circuit into more than 
four parts results in a channel speed that 
is usually too slow for economical opera- 
tion. Good Multiplex channels, there- 
fore, cannot be put into many combina- 
tions or intermittent services without 
exhausting the supply or reducing the 
efficiencies of the circuits. 


* * * 


GS’ Paul would get $338,000 under a 
bill in the Minnesota legislature pro- 
posing to return to municipalities the tele- 
phone gross earnings taxes collected 
within their borders. Revised estimates 
were presented to the state house appro- 
priations committee last month. 

Representative Warren S. Moore of 
Duluth appeared before the committee 
with figures obtained from the state rail- 
road and warehouse commission. These 
indicated that if the bill were to pass, St. 
Paul would get $338,000, Minneapolis 
$728,000, and Duluth $106,000. Earlier 
estimates had been considerably lower. 

Representative Claude Allen of St. 
Paul, chairman of the committee, showed 
little sympathy for the measure, point- 
ing out it would require a state tax levy 
of a mill and one-half to replace the 
money it is proposed to turn over to the 
municipalities. 

Moore declared that many Minnesota 
municipalities have been hard hit by the 
state policy of collecting gross earnings 
taxes from utilities in lieu of real estate 
taxes. Half of Duluth’s real property is 
now tax exempt, he said. No action was 
taken on the bill at the time. 


* * * * 


. ee one-third of the 3,000,000 
radios on the nation’s farms are 
now silent and many more are going out 
of commission daily, it was learned re- 
cently at the Department of Agriculture 
in Washington. 

A war-induced shortage of dry cell 


APR. 15, 1943 


batteries, officials said, had caused the 
radios to stop functioning. Estimates of 
the number of radios silenced ran from 
10 to 40 per cent, but most officials agreed 
that probably about one-third of the sets 
were no longer working. 

War Production Board officials were 
reported working to ease the situation by 
recommending a small increase in pro- 
duction of the batteries. Officials were 
concerned, because, it was said, one-half 
of the 6,000,000 farm families have bat- 
tery-powered sets. 

The survey, made in Iowa, Kentucky, 
Oklahoma, Georgia, and Illinois rural 
counties, found also that many farmers 
are rationing their radio use, that some 
dealers have long waiting lists for bat- 
teries, and that other dealers refuse to 
accept more orders. 

An Iowa farmer, in writing to a radio 
station, said, “I could get along without 
sugar or coffee, or I could even go bare- 
foot, but when we can’t get batteries for 
our radio it is just terrible.” 


* * *K &* 


NACTMENT by Congress last Febru- 
EK, ary of legislation permitting but not 
requiring the merger or consolidation of 
domestic telegraph companies and opera- 
tions presents certain possibilities of ad- 
vantage, should a merger take place, but 
there are many difficulties because of the 
conditions imposed by the legislation, A. 
N. Williams, president of Western 
Union Telegraph Company, said in the 
pamphlet report for 1942. 

“The management will give the subject 
careful attention and fully explore its 
possibilities,” Mr. Williams said. “If 
agreement can be reached upon a satis- 
factory plan, and the plan is approved by 
the Federal Communications Commis- 
sion as required by the merger act, the 
plan will be promptly submitted to the 
stockholders for their consideration.” 

As reported in the preliminary state- 
ment recently, the company had net in- 
come of $9,354,442, after $5,183,000 
Federal taxes on income, the best since 
1929 and a gain of $1,988,202 over 1941, 
but this represented only a return of 5.2 
per cent on capital and surplus, 
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Financial News 


and 
Comment 


By OWEN ELY 


North American Company 


(Third in a series of descriptions of 
holding companies.) 


orTH American Company, which 
N controls operating companies in the 
Middle West, with total assets of about 
$869,000,000, has been ordered by the 
SEC to divest itself of all properties 
except Union Electric Company system. 
On January 13th the U. S. Circuit Court 
upheld the constitutionality of the com- 
mission’s order but the Supreme Court 
has agreed to review this decision. 

The SEC order, if carried-out, means 
that the company would have to dispose 
of St. Louis County Gas Company, Wis- 
consin Electric Power Company (in 
which it has about a 94 per cent equity 
interest), Cleveland Electric Illuminat- 
ing (79 per cent interest), and some 
small miscellaneous subsidiaries. The 
company also has substantial investments 
in Washington Railway & Electric Com- 
pany, Pacific Gas and Electric Company, 
North American Light & Power Com- 
pany (which indirectly has an interest in 
Illinois-lowa Power Company), and a 
small remaining interest in Detroit Edi- 
son. (The company has for some years 
been distributing to its common stock- 
holders some of its holdings of Washing- 
ton Railway & Electric and Detroit Edi- 
son in lieu of cash dividends, this policy 
permitting a substantial debt reduction.) 

As of December 31, 1942, the system 
capitalization was as follows: 


Millions Per- 
of Dollars centage 
Subsidiaries 
Funded debt $249 41% 
Preferred stocks .... 99 17 
Minority interest .... 14 2 
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North American Company 
Funded debt 
Preferred stock 
Common stock equity 


North American Company derives 
from common dividends almost its en- 
tire gross income which in 1942 amounted 
to $18,679,901. On a percentage basis, 
income was received as follows: 


Union Electric 

Cleveland Elec. Illuminating 
Pacific Gas & Electric 
Washington Railway & Electric.. 
Wisconsin Electric Power 
Detroit Edison 

St. Louis County Gas 

Other income 


North American Company’s expenses, 
taxes, and interest aggregated $3,605,179 
and preferred dividends were $3,821,254, 
leaving a balance of $11,253,468, which 
amount was largely devoted to debt re- 
tirement. In 1941 the company’s three 
issues of debentures were reduced from 
an aggregate amount of $70,000,000 to 
$48,950,000, and in 1942 there was a 
further reduction to $38,650,000. This 
process is being currently continued, 
$337,000 bonds having been retired by 
sinking fund February Ist, while an- 
other $3,000,000 was called for redemp- 
tion April 15th. At the present rate of 
retirement, therefore, the entire funded 
debt should be wiped out within two or 
three years. 


cs if the company sold all its hold- 
ings other than Union Electric 
Company and subsidiaries, and used the 
proceeds entirely to retire bonds, the in- 
come from Union Electric alone should 
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be sufficient to take care of North Ameri- 
can Company’s expenses, taxes, and pre- 
ferred dividends. However, with income 
from other system holdings amounting 
to nearly $13,000,000, obviously only a 
portion of these holdings would have to 
be liquidated in order to insure the re- 
tirement of the remaining $35,988,000 
bonds. It is probable that if the manage- 
ment should wish to do so it could retire 
both bond and preferred stock issues— 
approximately $101,000,000 par value— 
from the proceeds of properties other 
than Union Electric, since this would 
mean capitalizing the earnings from these 
investments at only about eight times 
earnings—a very low ratio considering 
the high-grade character of most of these 
investments. However, assuming that 
such a program were carried out, and 
that the common stock were then left 
with only the equity in Union Electric, 
there would be equity earnings of about 
75 cents a share for the common (dis- 
regarding corporate overhead of North 
American, which would be greatly re- 
duced). 

High-grade utility operating com- 
pany stocks are currently _ selling 
around ten to fifteen times earnings. 
Should the earnings (from investments 
other than Union Electric) be capital- 
ized at ten times, there would remain 
about $1.18 a share for the common; 
and at twelve times, about $1.38. The 
latter figure compares with the actual 
corporate earnings in 1942 of $1.31 a 
share for North American common 
stock. (Consolidated earnings were 
$1.72.) The common stock is currently 
selling around 13 (1942-43 range, 64- 
138; 1941, 93-178; 1929-1940, 1863-9). 
At 13 the stock is selling at about nine 
and one-half times the corporate earnings 
and about seven and one-half times 
equity earnings. 


I* 1942 each share of North American 
common received four-fiftieths of a 
share of Detroit Edison which at the 
current market price around 18 would be 
worth about $1.44, equivalent to a yield 
of over 11 per cent at the current price 
of North American. 
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North American’s two preferred 
stocks, which pay $3 and $2.875, are sell- 
ing around 53 and 52, respectively. (They 
are callable at 55.) 

President Shea in his annual report 
called attention to the tax problem of the 
utilities as follows: 


The proper codrdination of cost trends, 
tax burdens, and rate structures presents a 
problem which demands careful study. Be- 
cause of the strong position it has built up in 
the past, the industry of which we area 
part has been able to provide the facilities 
needed in this emergency, for the most part 
without seeking additional equity capital, 
It cannot continue on these lines indefinite. 
ly. Its expansion hereafter will call for the 
investment of additional equity capital, It 
is therefore essential that government and 
management develop a constructive policy 
with regard to rates and taxes, to enable 
the companies constituting the industry to 
enter the postwar period with a record of 
earnings which will attract this equity capi- 
tal, so that they may participate effectively 
in the vital task of building a prosperous 
peace-time economy founded on full pro- 
ductive employment. 


s 
Standard Gas & Electric 


Recapitalization Plan 


TANDARD Gas & Electric Company 

has filed a recapitalization plan with 

the SEC providing for reduction of the 

six classes of outstanding notes and de- 

bentures and four classes of stock to one 

short-term loan and “A” and “B” com- 
mon stock. 

Under the plan each $1,000 bond would 
receive the following : $500 cash, 5 shares 
of California Oregon Power common 
stock, 2 shares of Mountain States Power 
common, and 23 shares Standard Gas 
new “A” stock. The “A” stock will be 
entitled to cumulative preference in divi- 
dends (to the extent earned) up to 8 
cents per share annually. 

In order to raise approximately $29, 
601,100 cash required under the plan, 
the company proposes to liquidate its 
holdings of Pacific Gas and Electric for 
about $5,010,500, and to arrange a 3 
year collateral loan for $21,000,000, us- 
ing treasury funds for the balance. 
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FINANCIAL NEWS AND COMMENT 


Holders of the $7 prior preference 
stock would receive for each share 7.3 
shares of class B common, the $6 prior 
preference would receive 6.3 shares, and 
the $4 preferred .23 shares (the ex- 
changes including all dividend arrears on 
the three classes of stocks). The common 
stock would receive nothing under the 
lan. 
hike an estimated value of $18 a 
share for California Oregon Power and 
about $5 for the new Standard Gas “A” 
common, the total value works out at 
about 76 or approximately the present 
price of the bonds. At the present price 
for the $7 prior preference around 21, 
the equivalent value for the new “B” 
stock would be about 2$. 

Based on a pro forma consolidated in- 
come statement for the year 1942, net in- 
come for the “A” and “B” stocks to- 


gether was $1.29 per share. However, on 
a preference basis earnings available for 
the 85-cent dividend on the class A 
stock would be about $4.62 per share. 


> 


SEC Intervention Sustained 
By Court 


EDERAL Judge Leahy at Wilmington 

granted the SEC the right to con- 
tinue its intervention in IIlinois-Iowa 
Power Company’s litigation with North 
American Light & Power, parent com- 
pany. The commission is already con- 
sidering liquidation of North American 
Light & Power, and wished to consider 
the claim of Illinois-lowa (variously 
estimated at $20,000,000 to $40,000,000) 
in connection with the dissolution ques- 
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tion. Judge Leahy said in part as follows: 


A stay is appropriate where there is an- 
other proceeding pending between the same 
parties and with the same issues, for the ob- 
vious reasons of resultant economies and 
comity. .. . The commission may have no 
precise authority to render a monetary de- 
cree in favor of the plaintiff and against 
the defendant in this case, at the termina- 
tion of the proceedings now pending be- 
fore it, yet the outcome of those proceed- 
ings will result in a plan of liquidation al- 
lotting to all claimants whatever the com- 
mission finds to be equitably due to each 
of them. 


The SEC has granted an extension to 
July 22, 1943, of the time in which North 
American Light & Power can comply 
with the dissolution order of December 
30, 1941. 

The principal claims put forward by 
Illinois-lowa Power Company were: 
(1) the sale by North American Light & 
Power Company to the company in 
September, 1932, of all of the securities 
of Central Terminal Company at a price 
which appears to have been much higher 
than the real value of these securities at 
that time; (2) the payment of dividends 
to North American Light & Power Com- 
pany through Illinois Traction Company 
during the years 1927 to 1932, inclusive, 
during a period when the company ap- 
pears to have had no net profits or sur- 
plus out of which to declare or pay these 
dividends; (3) the payment to North 
American Light & Power Company in 
the years 1923 to 1933 of excessive man- 
agement fees; (4) the failure of North 
American Light & Power Company in 
certain years prior to 1932 to pay interest 
on its indebtedness to the company. 


Re 
North West Utilities to 
Distribute Assets 


orTH West Utilities Company, 
$101,000,000 subholding company 

of the Middle West system, proposes to 
sell its miscellaneous assets for cash and 
to distribute the common stocks of its 
subsidiaries to its own stockholders, at 
prices to be approved in the first instance 
by the board of directors. Subsidiaries 
are Lake Superior District Power Com- 


pany, Northwestern Public Servic 
Company, and Wisconsin Power & 
Light Company. Holders of the prior lien 
preferred stock would receive an amount 
equivalent to $100 for each share plus 
accrued dividends, the balance being dis. 
tributed to the $6 and $7 preferred (no 
provision being made for the common), 
Middle West owns about 60 per cent of 
the prior lien stock, 35 per cent of the7 
per cent preferred, and all of the 6 per 
cent preferred and common. It will 
probably redistribute to its own stock 
holders the securities which it receives, 
unless a sale is promptly arranged. 
This is apparently the first instance in 
which a company has proposed to make 
a division of assets between senior and 
junior security holders, in accordance 
with a valuation of security prices fixed 
by the board of directors. It will be in- 
teresting to see whether this procedure 
meets with the approval of the SEC. 
This method would prove a convenient 
short-cut in effecting the dissolution of 
many holding companies, provided it 
did not result in litigation and delays. 


¥ 


Original Cost “When First 
Devoted to Public Service” 


| gel Sound Power & Light Com- 
pany, in connection with its proposed 
issue of $52,000,000 first mortgage bonds, 
has issued in its prospectus a pro forma 
balance sheet showing a reduction in net 
plant value of about 15 per cent. While 
the balance sheet notes present a long and 
detailed story regarding these adjust- 
ments, the net result seems to be that 
property has been written down to origi- 
nal cost, with the exception of an item 
of $7,311,424, “going concern value pur 
chased,” which may be disposed of later. 
Apparently the company has made sub- 
stantial concessions to the desire of the 
FPC and the SEC to reduce plant value 
to basic “original cost.” The SEC can, of 
course, bring considerable pressure to 
bear on companies which wish to effect 
refunding or recapitalization programs. 

In this connection a statement in the 
annual report for 1942 of American 
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FINANCIAL NEWS AND COMMENT 


Water Works & Electric Company is of 
interest : 


There are indications that the advocates 
of public ownership have not relaxed their 
efforts even in war time and that serious 
efforts continue to be made to have the 
“fair value” rule, which has been the law 
of the land for almost fifty years in con- 
nection with the determination of fair and 
reasonable rates, superseded by what the 
advocates of change choose to call the 
“original cost” or the “prudent investment” 
rate base theory. .. . “Original cost” gener- 
ally is defined to mean the cost of the proper- 
ty to the person first devoting it to public 
service. Aside from the time and expense 
involved in making the necessary studies, 
we do not object to the determination of 
the actual cost of the properties and the 
segregation and identification of such cost 
so that it will be available for such use, if 
any, as may properly be made of it. The use 
of “original cost,” however, as the sole test 
of value for rate-making purposes, or 
capitalization or other phases of utility 
regulation, is grossly unfair and inequitable. 
The adoption of such a standard would 
ignore present values and the costs actually 
incurred by present owners and would repre- 
sent a violent departure from the long-estab- 
lished “fair value” rule laid down by the 


Supreme Court which has been relied upon 
for years by regulatory bodies in fixing 
rates and authorizing the issue of securities 
and by owners of utility properties and their 
security holders in making their investments. 
Its adoption would be retroactive action of 


exceedingly serious import. The change 
cannot be made without substantial losses to 
present owners and investors. It should not 
be made in any case merely by administra- 


tive rulings or by court decision. Such a 
momentous change in the long-prevailing 
law of the land, if made at all, should be 
effected only through express legislative ac- 
tion within constitutional limitations and 
with full protection of existing rights. 

These matters affect all security holders 
in varying degree. They should be of deep 
concern to you, and especially to the com- 
mon stockholders, because they affect the 
value and dividend prospects of equity 
securities, 


A 
Where the Revenue Dollar Goes 


AKE Superior District Power Com- 
pany (Middle West system) is a 
relatively small operating company, but 
its annual reports for some years have in- 
cluded a “pie” chart showing the dis- 
position made of the company’s revenue 
dollar. The figures are of interest as 
showing the excellent control over ma- 
terial and labor costs in a war-time 
economy, and the fact that the increase 
in taxes from 18.3 cents to 26 cents out 
of each dollar (in three years) was 
largely offset by refunding of the com- 
pany’s bonds and preferred stocks. Most 
other companies have not been able to 
offset the increased tax burden so fully, 
and common stockholders have had to 
pocket the loss. It is suggested that other 
utility operating companies present simi- 
lar charts to their stockholders, to graphi- 
cally illustrate financial trends. 


ANALYSIS OF REVENUE DOLLAR, 1942 v. 1939 
Lake Superior District Power Company 


le ee | 
SALARIES PAID 
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INTERIM EARNINGS REPORTS 
End of 12-month Period 3-month Period 
Periods Last Prev. Inc.% Last Prev. Ine.% 
Electric-gas Holding Companies 

American Gas & Elec. Consol. ........ Jan. $2.14 . + D21% $ 69 ‘ D2% 
Amer. Power & Lt. (pfd.) Consol. .... ‘ 6.02 10 3.15 : 208 

Parent Co. 2.98 ; 2 D37 43 : D65 
American Water Works Consol. ...... . 1.06 1.11 D5 os a Ba 

Parent Co. s Ao 47 D72 $s ae a 
Columbia G. & E. (1st pfd.) Consol. ... ; 8.96 10.66 ! : 48 
Commonwealth Edison Consol. ; 2.75 323 «D5 5% - es 
Com. & Southern (pfd.) Consol. ..... , 7.70 7.98 : ; 21 
Elec. Bond & Sh. (pfd.) Parent Co. ... 2 4.26 6.92 9 Me ee - 
Elec. Pr. & Lt. (1st pfd.) Consol. ...... . 11.44 9.42 z A 51 

Parent Co. ; 1.37 1.63 6 ee as 
Eng. Pub. Service (common) Consol. , .96 1.27 

Parent Co. ; " 48 
Federal Lt. & Trac. Consol. é ‘ 1.66 
L. I. Lighting -(ptd:) ‘Consol:. ..6si50c5s ; 

Parent Co. 
Middle West Corp. Consol. .......... a 

Parent Co. § 
Natl Pri Laght Consol. oscc50%0%5% 

Parent Co. 
Niagara Hudson Pr. Co. Consol. ..... 


Parent Co. 
North Amer. Co. Consol. 
Parent Co. 


Nor. States Pwr. (Del.) (cl. a) Consol. D 

Ogden Corp. Tune (b) 03 

Pub. Serv. Corp. of N. J. 1.11 

Std. Gas & Elec. (pr. pfd.) Consol. ... = 12.06 
Parent Co. Dec. 2.43 


United Gas Improvement Consol. ..... Dec. 

Parent Co. Dec. 48 
United Lt. & Pr. (pfd.) Consol. ..... Dec. 

Parent Co. 


Electric-gas Operating Companies 
Boston Edison ’ : 4.36 
Conn. Lt. & Power ” : 2.94 
Cons. Edison N. Y. Consol. .........4. y : 2.00 
Parent Co. : : 1.98 
Cons. Gas of Balto. Consol. : ; 4.64 
Detroit Edison Consol. ; : 1.91 
Hartford Elec. Lt. Co. F i 2.95 
Indianapolis P. & L. Consol. ........4. 
Pacific Gas & Elec. Consol. ........... 
Public Service of Indiana ; 
San Drege Gas Elec. ok. ccc ccceces 
Southern California Edison 
Gas Companies 
Amer. Lt. & Traction Consol. ......... 
Brooklyn Union Gas 
El Paso Natural Gas Consol. ......... 
Lone Star Gas Consol. 
Oklahoma Natural Gas 
Pacific Lighting Consol. ...........0.. é : : 5 sve “ii re 
Peoples Gas Light & Coke Consol. ..... ; ; : 197. 1.94 1 
Southern Natural Gas Consol. ........ : i 8 ne ua “s 
United Gas Corp. (1st pfd.) Consol. ... . 18.82 i 37 4.45 = 3.00 48 
Parent Co. Nov. 14.50 : 59 me aK i 
Telephone and Telegraph Companies 
American Tel. & Tel. Consol. 8.57 ; D16 bs = es 
Parent Co. Dec. 8.62 I D14 198° 23! D14 
General Telephone Consol. Dec. 2.22 ! D22 ne . 


D-—-Deficit or decrease. (a) Nine months. (b) Six months. (c) Estimate based on report of United Light & 
Railways Company. 
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What Others Think 


A Pal 
\. 


Nation’s Press Cool toward 


NRPB 


HE National Resources Planning 
Board blueprint for postwar nation- 
al economy, submitted by President 
Roosevelt to Congress, received a cool 
reception from the nation’s press gener- 
ally. Some Congressmen likewise criti- 
cized the plan; others reserved judg- 
ment ; and many said that they were too 
busy to study the 480,000-word, 2-vol- 
ume work of the NRPB. It was gen- 
erally predicted that the plan would be 
' pigeonholed. 
Summarizing, here are some of the 
criticisms : 

(1) The cost would be prohibitive ; 

(2) the plan is revolutionary and 
socialistic ; . 

(3) it would alter the United States 
as we know it beyond recognition; 

(4) under it the government can 
become a partner in whatever business 
or industry it chooses; 

(5) it makes the United States 
citizen a creature of regimentation; 

(6) it would serve to reduce the 
social status of all mankind, forcing 
the upper half down, rather than en- 
couraging the lower half to rise by in- 
dividual initiative ; 

(7) Congress wants to draw up its 
own plan and make its investigators 
directly responsible to Congress and 
not to the President. 


It was generally agreed, in editorial 
comment, that the recommendations con- 
tained some important elementary gen- 
eral principles to be applied immediately 
after the war, such as orderly demobili- 
zation of the armed forces and war 
workers and war industries, and grad- 
ual relaxation of price and wage con- 
trols, as well as continued rationing of 
consumer goods and allocation of scarce 
materials and equipment. 
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Report 


IGNIFICANT in the mass of comment 
was that in which PM, New York 
daily tabloid, quoted Dr. Eveline M. 
Burns as saying: “Whatever the present 
Congress may do about the report, it is 
our hope that it will influence the think- 
ing of the people for a long time to come. 
We want this book to be a way of edu- 
cating the people in the needs of the 
country and we want it to be easy to 
use.” Dr. Burns is director of research 
for the NRPB. She is credited with hav- 
ing written, edited, and indexed at least 
four-fifths of the voluminous project. 
The Pittsburgh (Pennsylvania) Press 
commented that a few of the board’s 
objectives, such as labor control over 
management of industry and govern- 
ment partnership in some lines of enter- 
prise, will be debated by many citizens. 
It went on: 


.. . But the greater goals of broader pro- 
grams of health and social security, wider 
educational opportunities, assurance of the 
right to work to all who want to work, and 
especially jobs for the men who have borne 
the battle—these are objectives from which 
none will dissent. 

We want to provide all these—to the limit 
of our ability to provide. 

Congress should dare to have vision in 
considering these proposals. No society can 
remain static. It must advance or sink. But, 
with that vision, we must of necessity mix 
the leaven of hard-headedness and tough- 
mindedness. We must start from the basic 
truth that, when this war is over, we will 
be poorer than when it started—poorer in 
lives lost, bodies crippled, billions of tons of 
oil and coal burned, billions of tons of metal 
shot away. War is the most extravagant de- 
stroyer of human and material resources, 
and this is the most extravagant of wars. 


The Birmingham (Alabama) News 
expressed the opinion that most persons 
approved the general aims of strengthen- 
ing social security, but on specific plans 
agreed that there would be differences. 
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gress that it consider these matters fully 
during this session, and added: 
The President well knew that the Seventy. 


The report is likely to prove to be a pub- 
lic document of “epochal importance,” 
the paper said. It continued: 


. . . It represents the results of careful, 
thorough study and research over a period 
of several years. The NRPB was engaged in 
exhaustive studies of our economic and so- 
cial problems before the war started in Eu- 
rope, and after the outbreak of war it began 
to place emphasis on postwar readjustments. 

The lengthy report submitted by the 
NRPB will undoubtedly furnish the basis 
for much controversy during the next few 
months, and perhaps for the next few 
years, depending partly on how long the war 
lasts. The controversies should be whole- 
eee certainly it is to be hoped they will 


In any case, there should be full public 
discussion of the recommendations, many of 
which represent departures from previous 
economic and social practices. Such recom- 
mendations are not to be rejected out of hand 
for that reason alone, however. We must 
not allow ourselves to forget that we had 
serious national problems before this war, 
and we are going to have them again, per- 
haps in worse form, after the war unless we 
take steps to meet them intelligently. 


The Detroit News expressed itself as 


eighth Congress (1) could not possibly 
legislate anything concrete out of 480,000 
words of foggy good will, (2) was in no 
mood to do it anyway. NRPB had already 
been disowned by Congress: The House had 
refused to approve a $1,400,000 appropria- 
tion to keep it alive next year. 

At week’s end Congress had, as one man, 
turned its face away from the plan. Without 
a word of debate, the Senate set up its own 
postwar economic committee, headed by 
Georgia’s conservative Walter F. George, 
whom the President had tried to purge in 
1938. Said Senator George: “About the only 
thing we can accomplish is to get a start on 
hearings... .” 

Franklin Roosevelt announced blithely 
that the burden of planning now rested en- 
tirely on Congress. His plan, widely unread, 
widely undebated, the flop of the year, was 
now just a matter of record, stuffed away in 
a congressional pigeonhole. 

To implement this program and to carry 
it through, the President would need a 
wholly new and reinvigorated political group 
behind him, such as he has not had since 
1937. Yet he had not just thrown his plan 
down a rain barrel. He has remarked to 
friends that social security is a powerful 


ready to defend the board stoutly for 
making a first-class case for planning, 
especially as it pertains to the immediate 
war aftermath, on which problem the pa- 
= said the board has done a “bang-up” 
job. 


mixture to keep in mind for 1944. As a 
fourth term campaign issue, the Roosevelt 
social security program was better unacted 
on than passed. 





But it says the longer-range plan 
for the future presents some distinct 
problems, stating: 


We do not know whether these plans 
would work, though memory of the period 
1933-41 insistently suggests that we reserve 
a generous doubt about it. We do know that 
the chances of their being applied in any- 
thing like the form proposed are compara- 
tively slight. 

That is one difficulty about long-range 
planning in a democracy. The planners may 
propose, but it is the people in their wisdom 
who make the dispositions. One instant re- 
action to the plans of the National Resources 
Planning Board has been the move by Con- 
gress to make some postwar plans of its 
own. It was ever thus, in a free country. 

But let no one mistake us as hedging on 
our first-expressed approval of this board. 
Plans furnish the best possible basis for dis- 
cussion, which in a democracy is the means 
by which we arrive at our objectives. 


outs Stark, in The New York Times, 
L noted that Congress is in revolt 
against what it calls “government by di- 
rective” and added: 


Since the President did not send any 
specific proposals for legislation with his 
message, it is apparent that he does not ex- 
pect early action. At any rate, in withholding 
such specific legislative suggestions, he has 
placed the responsibility for the handling of 
social security and postwar problems square- 
ly in the lap of Congress. In this instance, at 
least, Congress cannot accuse him of “dic- 
tation. ..-." 

In a sense the two reports put Congress 
“on the spot.” Its members are aware that 
their constituents will look to them for help 
in postwar planning. Every community has 
men in the armed forces and when these men 
return home after the war they will expect 
jobs. They will expect some lightening of 
the social security tax burden, or at least a 
change in the law which will permit them 
to catch up on their expectancy in old-age 
and survivors’ insurance system. 


Editorially, the Times commented 


BS enn magazine took cognizance of 
the request of the President to Con- 
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that neither of the two programs sub- 
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mitted in the report puts “first things 
first,’ and neither shows genuine evi- 
dence of careful thought. “One looks in 
vain for adequate recognition of the for- 
midable practical difficulties they would 
encounter,” the paper said, continuing: 


The board proposes, in addition to greatly 
extended and increased social insurance and 
social assistance payments, “government 
provision of work for all adults who are 
willing and able to work, if private enter- 
prise is unable to provide employment.” 
Such a program would involve government 
costs of undetermined dimensions. It would 
accelerate a trend toward socialism. It 
would rest on the assumption that if full 
employment were lacking it was necessarily 
the result of inherent shortcomings in pri- 
vate industry, rather than of governmental 
policies and controls that prevented private 
industry from functioning. Throughout both 
Teports there runs a strong paternalistic 
note: Most of the country’s citizens seem to 
be regarded as wards of the state unable of 
their own initiative to do anything what- 
ever without “counseling and guidance” 
from Washington. 


The Times said further that the sec- 
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ond part of the main program also leans 
heavily on the socialistic side and pre- 
supposes continued and even increased 
government intervention and control at 
almost every point, with very little left 
to private industry and the initiative of 
private citizens. The Times continued: 


. . . Admittedly the government must have 
in mind some definite program for action on 
“armistice day.” It must know what it is go- 
ing to do about the enormous war orders on 
which manufacturers will be working. It 
must know what it is going to do about the 
men in the armed services: What provision 
it must make for demobilization; what pro- 
vision it must make for the men when they 
are trying to find their places once more in 
private life. It should have a definite idea of 
the order in which it will release war-time 
controls. 

It is proper that some one in the govern- 
ment should be thinking about these prob- 
lems now, even though we are confronted 
with more immediate problems. But the 
thinking should be specific; the plan should 
be definite; and it would probably help to 
keep it so if the initial plan were confined 
mainly to the first few months of peace. Af- 
ter victory is achieved we shall be in a posi- 
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tion to plan more realistically and in detail 
for the longer future. 


— plan “betrays no concern on the 
part of its architects over the sordid 
matter of its cost,” said The Wall Street 
Journal. The paper continued : 

... There are in this country some persons 


gross-minded enough to think of that. The 
Beveridge plan includes an estimate of the 


might be moved to select. Anybody with a 
quarter’s worth of sense knows that, once 
such Fascist proposals as this are adopted, 
it will be only a matter of time until all busj- 
ness will be nationalized. In effect, we will 
“progress” from the Fascist state to the 
Communistic. At all times, however, we 
should be under as complete a dictatorship 
as are either of the two countries which 
spawned these two alien ideologies. 


The Knoxville Journal expressed the 


financial burden it would entail in 1945 at earnest hope that Congress will “treat 
rier tg gr say $2,800,000,000. As the popu- these recommendations as they deserve 
ation of the United States is not less than to be treated at the present time—that it 


two and one-half times that of the United 


Kingdom it may be surmised that an Ameri- Will shelve them for the duration.” Com- 
can plan of equal money benefits, if initiated menting further: 


now, would in 1945 cost somebody the paltry 
sum of $7,000,000,000. 


The Knoxville (Tennessee) Journal 
caustically denounced the plan as one 
which will alter “beyond all recognition 
the pattern of U. S. life.” It stated: 

It does what the simon pure New Dealers 
wanted to do for the decade before the war, 


but were never quite able to accomplish. It 
proposes to place not a segment of the popu- 


. . . Before we undertake any more social 
reforms, any more plans for the banishment 
of fear from the cradle to the grave by Fed- 
eral intervention, we have a war to win. 
None of us, including the Congress, has the 
slightest notion of the shape we shall be in, 
as a nation, when that first, prime goal is 
achieved. 


ONGRESS is jealous of the preroga- 
tives of suggestion, in its present 


lation in the clutches of the government, as_ mood, said The Atlanta (Georgia) Con- 


was the case with the WPA and other simi- 
lar ventures, but to shackle every man, wo- 
man, and child firmly to Washington regard- 
less of age, color, or prewar condition of 
regimentation. It contemplates the indefinite 
continuance of all the economic restraints 
made proper and necessary by war, so that 
the freedom of United States citizens, in- 
extricably related to their economic inde- 
pendence, will be impossible to ever regain. 


The paper charged that the recom- 
mendations all have one goal in common, 
“complete power backed up by the pub- 
lic purse, in all cases stemmed from 


stitution. Continuing, it said: 


... Outside of such things that deal directly 
with the war program, the congressional atti- 
tude seems to be that nothing calls for seri- 
ous consideration that does not originate 
from its own membership. 

Possibly the postwar plans drawn up by 
the National Planning Board are too im- 
possible for consideration. They certainly 
go far beyond anything this nation has pre- 
viously envisaged as legitimate social secu- 
rity and reasonable governmental control of 
business in time of peace. 


The Columbia (South Carolina) Ree- 


Washington.” The paper made these ad- ord saw in the plan another source of 
ditional observations : difficulties between the President and his 
... This being so, the new proposals would followers and the conservative Demo- 


make certain the same vicious principle in crats and strong Republican minority in 
government that characterized WPA in its (Congress. 


latter, and more political, stages. That is, 
every United States citizen would be invited 
to support, politically, the kind of govern- 
ment which would offer him, directly, the 
most in “benefits.” Instead of placing part 
of the population in the position of compet- 
ing in a national “grab bag,” the NRPB 
plan would thrust all citizens in the same 
group. 

Perhaps the most spectacular blow at the 
country’s traditional way of life is the pro- 
posal that the government become a “part- 
ner” in whatever business enterprise or in- 
dustries the powers that be in Washington 
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The paper observed that 


The President undoubtedly must have 
known this, a fact which makes his stroke 
at this time all the bolder. He has thrown 
himself more open than ever for assaults 
which undoubtedly will embody the general 
charge of promoting “socialism.” There will 
also be the charge that this is not the time to 
raise this matter, so fundamental and so 
highly inflammable, and run the risk of in- 
terrupting concentration on the war effort. 
To which many would reply that we have 
talent enough to consider the postwar peri 
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even while we are conducting the war. 

Here again is raised the whole question of 
the administration’s social and labor pro- 
grams. The fight against them will go on. 
Recently it has been more vigorous. And as 
recently as last autumn there was the demon- 
stration at the polls in which many sup- 
porters of the President in Congress were 
defeated. 


From the Nebraska State Journal 
came the prediction that it is a “fair case” 
that the report will never be adopted or 
followed as a whole, adding: 


It would seem that the emergency of a 
war ending is to be employed to enlarge, 
emphasize, and put into national practice 
some New Deal schemes that have found lit- 
tle favor in actual tests. 

One reaction of Washington was that too 
little attention was paid in the report to a 
revival of private industry that would em- 
ploy millions, and overemphasis given to ex- 
pansion of what some term “social gains” at 
government expense. 


HE Columbus (Ohio) Evening Dis- 
patch saw in the general reaction to 
the report that the nation at war would 
not have to ponder over its, recommenda- 
tions for some time to come. It took par- 


ticular note of that portion of the report 
which had to do with government’s rela- 
tion with industry, and said: 


However, the report will be considered 
some time, and will either be accepted or re- 
jected in whole or in part. For this reason, 
one of its recommendations is so clearly 
revolutionary—and this is notable in a docu- 
ment full of proposals which are, to say the 
least, out of line with past American policy 
—that the people it would affect, if ac- 
cepted, ought to be thinking about it. Here 
it 1s: 


Where a state refuses to comply with 
the Federal requirements in accordance 
with the Federal law or refrains from 
participation in the program, the Federal 
government should have the power to 
operate the program within that state with 
Federal personnel until the state demon- 
strates its ability and willingness to re- 
assume its responsibilities. 


Here, in one neat, concise paragraph is 
the dynamite that could blast to bits the 


system of government under which the 
United States has operated for more than 
one hundred and fifty years—a union of 
sovereign states, whose powers are defined by 
the tenth article of the Bill of Rights as fol- 
lows: 

The powers not delegated to the United 
States by the Constitution, nor prohibited 
by it to the states, are reserved to the 
states respectively, or to the people. 
This recommendation means that, in the 

opinion of the men who wrote it and proba- 
bly in the opinion of President Roosevelt 
whose uncle led their deliberations, we 
should have a fully centralized Federal gov- 
ernment with the states shorn of their 
powers. 


The Hartford (Connecticut) Courant 
said “precious little would be left of pri- 
vate initiative and free enterprise should 
Congress adopt the proposal of the Na- 
tional Resources Planning Board.” The 
paper said the “government would have 
a hand in pretty nearly everything, and 
it’s as true today as when Dana said it 
in his Sun, ‘The hand of government is 
the hand of death.’ ” The paper contin- 
ued: 


Under the lure of taking care of every- 
body from the cradle to the grave, guaran- 
teeing a private or public job for every 
able-bodied person throughout his produc- 
tive years, creating higher levels of income, 
especially for the lower-income groups, and 
surrounding old age with all the comforts 
of life, it is proposed to form a series of 
joint private and governmental partnerships, 
particularly with respect to those larger in- 
dustries now engaged in war work. Under 
this partnership the government would se- 
lect the areas and the business units that are 
to operate these industries. Furthermore, 
this type of joint private and governmental 
enterprise would concern itself with urban 
developments, housing, transport, terminal 
reorganization, air transport, communica- 
tions, and electric power. 


The “inevitable consequences of such 
a program,” the paper concludes, “is 
government ownership on a wide scale. 
Private industry would have little chance 
with the government as its partner.” 


ai . ey ° 





“We have built new facilities duplicating others across the street in the 
hope of saving | time, money, and improving efficiency, but we have lost all 


three of these.” 


—Rosert W. JOHNSON, 


Chairman, Smaller War Plants Corporation. 
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Communications Chief Reviews Effect of 
Telephone Limitation Orders 


PB’s communications division has 

followed a policy of gradually in- 
creasing restrictions and at the same time 
creating the least disturbance to Ameri- 
can telephone service, in the face of 
mounting problems growing out of the 
economy of scarcity confronting the 
nation. 

So declared Leighton H. Peebles, di- 
rector of the division, in addressing Bell 
Company and independent telephone 
company representatives at association 
meetings in Dallas, Texas, and Wichita, 
Kansas, on March 23rd and 25th, respec- 
tively. 

Mr. Peebles reviewed for the two tele- 
phone associations the work of the com- 
munications division, now in its second 
year of operation, and told step by step 
the development of its program, includ- 
ing the latest revisions of L-50, which 
4 is U-21, and of P-130, which now is 
U-3. 

The director justified the restrictions 
being placed upon the telephone industry 
by pointing out that the volume of war 
production has increased four and one- 
half times since the start of the war. The 
normal relation of supply to demand has 
been reversed, he said, with the demand 
for war materials and consumer goods 
unlimited and the supply definitely lim- 
ited by materials, labor, and facilities. 


H’ praised all industry for its rapid 
shift from peace to war production 
and paid particular tribute to the help the 
communications division of WPB has 
received from the telephone industry in 
framing plans for its own control and in 
cooperating to reduce use of critical ma- 
terials, in the face of increased demand 
for service. 

“Should demands for telephone in- 
struments and other facilities increase,” 
he said, “it may be necessary that we 
look deeper into the barrel of existing 
facilities and find means of recapturing 
some equipment as may now be consid- 
ered as devoted to nonessential use. We 


have not yet attempted to recapture tele- 
phone instruments, their connecting 
lines, and central station equipment, but 
this may be in the offing if the present 
tight situation is aggravated.” 

Commenting upon what the year of 
restrictions has meant in terms of serv- 
ice and savings of critical materials, Mr. 
Peebles said: 

In 1941, the industry used between 90,000 
and 100,000 tons of copper. L-50 became 
effective in March, 1942. The use of copper 
in 1942 was about 35,000 tons. Since March, 
1942, L-50 has been tightened several times, 
and at present the estimates of essential re- 
quirements for the year 1943 are from 10,000 
to 12,000 tons. At the time of my talk to the 
Minnesota convention at the end of January, 
our estimates for 1943 were 12,000 to 15,000 
tons. In this short period of two months, the 
industry has refined its estimates and re- 
duced the quantity by 2,000 to 3,000 tons. It 
is this kind of codperation that is making 
more material available for direct war uses. 

The effect of restrictions on service can 
best be illustrated by statistics of the Bell 
companies. As of February 1, 1943, the Bell 
companies have denied ‘main service to about 
200,000 applicants; denied upgrades and ex- 
tensions to some 225,000 applicants; held 
orders awaiting facilities for main services 
totaling 100,000. 


Mr. Peebles noted that despite much- 
reduced consumption of metals, the oper- 
ating companies experienced a large 
growth in station gain in 1942, with the 
January and February, 1943, rate greater 
than ever in the industry’s experience. 

He said this demand is a matter of 
much concern to the WPB. A committee 
appointed to investigate the underlying 
reasons for the unusually large gain re- 
ported on March 6th as follows: 


1. Continued requirements of war 
industries and the United States gov- 
ernment. 

2. Further employment and _ high 
payrolls, with decreasing supplies of 
consumers’ goods available for pur- 
chase, and the movement of workers 
to new areas producing war orders. 

3. The restriction on public and pri- 
vate transportation, making the tele- 
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“THE SIGNAL CORPS WANTS TO INVESTIGATE ‘OUR TELEPHONE SYSTEM 
FOR ‘FIELD OPERATION’ POSSIBILITIES” 


phone more of a necessity as a substi- 
tute for travel. 

4. The declining rate of disconnec- 
tions of service due probably to (2) 
and (3) and to the fear that new tele- 
phone service may not be available if 
present service is given up. 


ECALLING that Order L-204, issued in 

November, 1942, stopped manufac- 
ture of telephone instruments when a 
survey showed there were 3,000,000 in- 
struments of all types available, esti- 
mated to last through 1943 and into 
1944, Mr. Peebles continued : 


Because of the telephone station gain, this 
inventory is now down by some 1,000,000 
phones, These were used to meet the expan- 
sion of over 100,000 telephones per month 
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and to replace instruments which were either 
destroyed by fire, permanently damaged in 
other ways, or disappeared for unknown 
causes. This inventory has also been drawn 
upon to take care of certain foreign ship- 
ments. 

If this rate of growth continues, the War 
Production Board faces the problem of sup- 
plying materials to manufacture telephones. 


He gave figures on the amount of vari- 
ous critical metals needed for the manu- 
facture of telephones and said that if the 
present growth continues a serious situ- 
ation will result. “It is up to you to 
render service only where it is essential 
to the war effort for health, welfare, and 
security,” he emphasized. 


. director reviewed the difficulties 
encountered by the manufacturing 
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industry as an explanation for delays in 
delivery of essential equipment. 

“In 1939,” he said, “a representative 
group of leading communication equip- 
ment manufacturers did a total volume 
of business of approximately $145,000,- 
000, most of which was for civilian use. 
These same manufacturers are now oper- 
ating at an annual rate of about one bil- 
lion dollars, based on shipments made 
during December, 1942, most of which is 
training or combat material.” He added 
the figures did not include the output of 
companies whose principal product prior 
to the war was in the radio and wireless 
field. 

Mr. Peebles said one of the many ways 
in which the industry can aid the war ef- 
fort is through limitation of inventories 
to a working minimum. He said: 

Under the Controlled Materials Plan, all 
users of wire and cable are restricted to 
60-day inventories of these items. When 
Order P-130 is revised, it will conform to 
this limitation on operating companies’ in- 
ventories of these materials. The order, 
however, will provide for the segregation of 
special stocks of wire and cable reserved to 
repair damage due to storms, floods, enemy 
action, etc. Also there will be excluded from 


the general inventory all equipment which is 
ordered for sale within OPA ceiling prices 
and which is specifically listed on forms 
which will be provided by the communica- 
tions division. 

It is expected that the amended order will 
provide a rating of AA-1 in lieu of the 
present AA-5 rating. The AA-1 applies to 
the noncontrolled materials only. An oper- 
ator who wishes to obtain wire, cable, or 
strand for maintenance, repair, and as oper- 
ating supplies will make use of the CMP 
allotment symbol “MRO,” and will sign the 
certificate as given in the amended order, 
Usage of materials on maintenance, repair, 
and operating supplies is limited to the 
amount used in 1942, 


M* Peebles told the telephone com- 
pany representatives that compe- 
tent engineers participate in decisions on 
applications and urged that to avoid re- 
jections of worthwhile projects it is es- 
sential that applicants state in complete 
detail the reasons for the necessity of the 
work. 

A mere statement that a project is 
necessary is not sufficient, he declared. 

“You must indicate specifically and 
demonstrate specifically why it is neces- 


sary.” 
—C.A.E. 





Report to the Council of Electric Operating 
Companies 


T its recent meeting in Chicago, the 
Council of Electric Operating 
Companies heard an encouraging report 
from its president, Tom P. Walker, who 
is also in charge of the council’s head- 
quarters in Washington, D. C. The meet- 
ing witnessed the first birthday of the 
council, which was organized to facilitate 
cooperation between Federal government 
agencies and the operating electric utili- 
ties with respect to emergency matters. 
Mr. Walker pointed to the recent as- 
sertion by J. A. Krug, Director of the 
Office of War Utilities, that “power men 
—public and private—should be proud 
of the job that has been done in provid- 
ing power supply.” Mr. Walker com- 
mented : 


. .. This confident statement from unques- 


tionable authority, made fifteen months after 
war was declared and three years after 
America became the arsenal of democracy, 
does make us, who represent about 85 per 
cent of the nation’s central station power 
supply, very proud indeed. We appreciate 
the pat on the back. We find ourselves now 
even more determined to continue the fine job 
under the leadership of one whose abilities 
and character we all respect.... 

All of us regret that the nation does not 
realize what a good job the power industry, 
especially our part of it, has done for the 
war.... The industry’s national advertising 
program is a good start. It should be sup- 
plemented by more of the spot newsworthy 
material which is being generated constantly 
during our day-to-day operations. We can- 
not argue that the telling of our accomplish- 
ments to the world will further the war effort 
directly, but there can be no question about 
its effect on the morale of several hundred 
thousand operating employees whose self- 
respect and enthusiasm will be greatly en- 
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hanced if their neighbors and friends knew 
of the outstanding contributions we, as an 
industry, are making. 


LONG this line the council has issued 
A an interesting and well-illustrated 
booklet entitled “To Help Speed Vic- 
tory,” which reviews in plain and brief 
style the war work of the electric power 
industry and includes a list of committee- 
men elected at the Chicago meeting of 
the Council of Electric Operating Com- 
panies. Mr. Walker stressed the point 
that the council has adhered rigidly to its 
program of service to the war effort 
rather than direct service to the industry. 
He said “there have been temptations and 
some importunings to try our hand at 
some of the other problems that plague 
us,” but so far the council has continued 
along its preordained course. He stated: 


Every project your committee has been 
asked to consider has been examined care- 
fully for possible controversy, and in each 
decision it has resolved any doubt in favor 
of doing nothing rather than to jeopardize 
the council’s position. I can report a growing 
appreciation for this policy among those with 
whom we deal. Definitely we are winning 
respect and confidence which in the long run 
will return us large dividends. I am now 
more firmly convinced than ever that we 
have chosen the most effective means pos- 
sible to make our contribution to the win- 
ning of the war and then later to win for 
ourselves a better position in the nation’s 
economy. Our record as an industry is 
abundant testimony as to the first statement. 
Time will see the second come to pass. 


The council, which presently . repre- 
sents 315 operating companies, each 
serving more than 4,000 meters, does not 
issue periodic letter reports. It depends 
primarily on the Edison Electric Insti- 
tute information service, the technical 
press, and other media to disseminate in- 
formation of passing developments. It 
supplements these with occasional 
“notes” and periodic “area meetings” at 
which members gather for informal 
grass-roots discussion of all war prob- 
lems. 

Speaking of future problems, Mr. 
Walker said: 


... Now is no time to relax even for an in- 


stant our effort to win this war. But the 
war will end some day—all past wars have— 
and then will come new problems—new op- 
portunities. Somehow, somewhere, we must 
find moments to give them a thought. Our 
postwar fortunes do not depend only on the 
new appliances manufacturers will supply 
for us or the ability of war industries to con- 
vert to peace-time pursuits. Nor do they de- 
pend entirely on commission rulings or polit- 
ical happenings. More than all these, our 
future depends on us, on our own willingness 
and ability to do our jobs well under new 
conditions and circumstances. The rugged 
qualities which made us great during war 
time may now make us great when peace 
comes. We have an opportunity which may 
never come again. 


N the final analysis, the speaker added, 

the success of the electric industry 
lies in the hands of its customer—the 
average citizen. In.the past the average 
citizen has been somewhat critical of the 
industry and the impact of such criticism 
has been felt more keenly because of the 
concentrated character of the industry’s 
organization. The electric industry must 
be prepared to meet the competitive test 
for future business. The customer will 
insist on the best product at the least cost, 
just as he requires from the butcher and 
the baker. He will shop around with 
those who promise a better bargain, but 
he will insist on quality and hammer 
down price. He may be fooled by cheap 
merchandise and it is up to the industry 
not only to meet the demand of the mar- 
ket, but to sell its product in such a way 
that the customer will make an intelli- 
gent choice. Failure in either of these re- 
sponsibilities may well mean that “some- 
one else will take over their job.” 

Mr. Walker suggested that the first 
step in such a program is to insure friend- 
liness and satisfaction in every possible 
contact with the customer—the inevitable 
human equation. Again, the industry 
must study its own market to arrive at a 
proper balance between service and price. 
The industry should seize the opportu- 
nity inherent in the high quality of its 
executive leadership to take its share of 
the responsibility for community plan- 
ning and other planning of the future. 

—F. X. W. 
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WPB Reorganized 


EORGANIZATION of the War Production 
R'Board has been ordered by its chairman, 
Donald M. Nelson, through a directive signed 
by Mr. Nelson on "March 19th. 

Charles E. Wilson, executive vice chairman, 
and the following vice chairmen emerge as 
key figures in the new organization: J. A. Krug, 
who is named program vice chairman; Don- 
ald Davis, operations vice chairman; Ralph 
Cordiner, vice chairman working directly un- 
der Mr. ‘Wilson ; and W. L. Batt, vice chair- 
man dealing particularly with international 
supply. 

In addition, the post of “administrative as- 
sistant to the chairman” was created, and Lieu- 
tenant Colonel E. R. Jaffee, former vice presi- 
dent of the Consolidated Edison Company, 
was named to the post. 

A considerable reshuffling of responsibili- 
ties and functions of various individuals and 
agencies within the WPB was provided for 
under the new order. 

Under the new set-up, Mr. Nelson has only 
six original units which report directly to 
himself. 

These are the Office of the Executive 
Secretary, Office of the General Counsel, 
Office of the Rubber Director, Office of War 
Utilities, the Smaller War Plants Corpora- 
tion, and the Smaller War Plants Division. 


Asks End of Freight System 


72 Tennessee Valley Authority on March 
25th recommended to Congress abolition 
of the 5-region system of freight rates and 
creation of one nation-wide system to help 
the South and the West achieve greater in- 
dustrial development. 

The TVA report, four years in the making, 
was sent to Congress by President Roosevelt 
with a brief, formal message of transmittal. 

It described the present regionalized sys- 
tem of freight rates as a “barrier to national 
productiveness,” and said standardization was 
necessary if the South and West were to 
achieve “greater industrial development to ab- 
sorb the surplus population that is normally 
uneconomically employed in producing raw 
materials, including agricultural staples such 
as grain and cotton.” 

David E. Lilienthal, TVA chairman, in a let- 
ter to Mr. Roosevelt, inferentially admitted 
the difficulty of accomplishing his recommen- 
dations during the war. 


APR. 15, 1943 


The March of 
Events 


“Street Car” Derby 


Ca its plans for limiting attend- 
ance at the Kentucky Derby on May Ist 
to residents of Louisville, the Office of De- 
fense Transportation on March 23rd announced 
that the railroads, the Churchill Downs race 
track, and the bus companies were codperating 
with ODT efforts. The railroads have agreed 
to restrict reservations to Louisville immedi- 
ately before and after the race and the track 
management is limiting sales to residents of 
the city. 

Among the “drastic” steps by which travel 
to the nationally famous race is being curbed 
as a matter of war-time necessity, according 
to ODT Director Joseph B. Eastman, are: 

At the request of ODT the railroads have 
agreed to make no reservations prior to April 
26th for travel to Louisville between April 
26th and May Ist, or for travel out of Louis- 
ville on May Ist, 2nd, or 3rd. Persons pur- 
chasing Pullman tickets to Louisville between 
April 26th and May Ist will be unable to make 
advance return reservations for May Ist, 2nd, 
or 3rd 

These restrictions do not apply to members 
of the armed forces, holders of government 
transportation requests, or other bona fide war- 
connected travelers. 

Eastman is sending a letter to the out-of- 
state Derby boxholders and Kentucky box- 
holders outside the Louisville area, notifying 
them of the reasons why ODT has requested 
the carriers to take steps to limit travel and 
requesting the codperation of the boxholders 
in ODT’s efforts to eliminate travel to the 
Derby. A copy of the letter was being sent by 
the Churchill Downs management to the Louis- 
ville boxholders, many of whom customarily 
invite out-of-state guests. 

The motor bus carriers have agreed, at the 
request of ODT, not to furnish additional 
service to Louisville at the Derby week-end, 
over normal week-end requirements. 


Amendment Announced 


Co service is brought within reach of 
smaller farms under an amendment to 
Utilities Order U-1-c announced on March 
25th by the Office of War Utilities. The ac- 
tion is designed to increase food production 
on such farms by making it possible to oper- 
ate farm machinery with electricity, saving 
man power and increasing production. 
Previously a minimum of 10 “animal units” 
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was required to make a farm eligible for elec- 
tric service. An “animal unit” is a measure 
of a farm’s productive capacity. Under the 
amended order the minimum is cut to 5 ani- 
mal units. An extension of up to 100 feet is 
permitted for each animal unit, if all other 
conditions of the order are satisfied. 

The Office of War Utilities also released 
to utilities the material in electric lines not 
now in service, to be used in building the short 
extensions permitted by U-1-c. This move was 
made in an effort to put into war service these 
scattered quantities of useful material here- 
tofore idle, relieving the drain on wire manu- 
facturing facilities and raw materials. 


FPC Denies Petition 


HE Federal Power Commission on March 
22nd announced its order denying a peti- 
tion by the California Oregon Power Com- 
pany, with principal offices in Medford, Ore- 
gon, for a rehearing in respect to the com- 
mission’s Opinion No. 87 and order of Febru- 
ary 3, 1943, which d‘sposed of the amounts of 
$828,684.97 and $3,987,037.43 representing ex- 
cess cost of acquisitions over original cost and 
write-ups established in the process of re- 
classifying the company’s accounts and de- 
termining the original cost of its electric plant. 
The order of denial stated that the com- 
pany’s assignments of error jn its petition for 
rehearing “do not raise any questions of fact 
or of law which have not been previously 
raised by the California Oregon Power Com- 
pany and previously considered by the com- 
mission.” 


New Power Pool 


pun for the creation of a power pool in 
the northern Illinois-Wisconsin region as 
an aid to war production in that highly in- 
dustrialized area have been completed and an 
interconnection between two of the country’s 
big power systems would be undertaken in the 


immediate future, it was learned recently. 

Under the arrangement, which has received 
the sanction of the Federal Power Commission 
and the Illinois Commerce Commission, the 
huge Commonwealth Edison Company of Chi- 
cago system will join its facilities with those 
of the Wisconsin Electric Power Company by 
means of a 132,000-volt transmission line. The 
interconnection, which will pool the power re- 
serves of both systems, is being made at the 
request of the War Production Board and will 
serve for the duration of the war as a “mu- 
tual reserve” in the event of an emergency 
arising from the heavy concentration of vital 
war loads being served in the area. 

The linking together of Commonwealth 
Edison, which serves Chicago and surround- 
ing northern Illinois territory, and Wisconsin 
Electric Power, serving Milwaukee and other 
important war centers in southern Wisconsin, 
will benefit materially war production in the 
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territory, since a large increase in the de- 
mand for electric power is expected this year 
from present war factories and those sched- 
uled for completion in the near future. 
War contracts running into billions of dol- 
lars are being handled in the numerous de- 
fense plants located in the territories served 
by the two power systems, and before the end 
of this year important new steel, aluminum, 
and airplane factories are expected to be draw- 
ing heavily on available power resources. 


Transportation Services 
“Frozen” 


lig: vehicles carrying nine or more persons 
in local transportation service busses, 
street cars, trolley coaches, trucks converted 
for passenger use, and ferry boats on March 
17th were “frozen” in their present service. 

The Office of Defense Transportation said 
the order was designed to protect war workers 
and school children by preventing the trans- 
fer of vehicles from communities where they 
are needed. 

All Federal agencies, including the Army 
and Navy, are required to file reports on their 
transportation - carrying equipment. These 
agencies are forbidden to buy, lease, or requi- 
sition such equipment without ODT approval. 

An immediate effect of the action, ODT 
said, would be to stop a “black market” in 
school busses. School officials asked for the 
“freeze,” reporting that many contract oper- 
ators already had shifted their busses to other 
uses. 

The order permits an operator to take on 
additional service, such as using a school bus 
to transport war ‘workers, so long as he does 
not discontinue the school service. 

Regular transportation companies may shift 
equipment from one route to another, but 
cannot shift it to serve routes of another com- 
pany. 


Hydroelectric Plant for Russia 


MESSAGE from Tashkent announced re- 

cently that ground had been broken at 
Farkhad Gorge for a hydroelectric irrigation 
project on the Syr-Darya river destined to 
have the second largest power output in Rus- 
sia. 

One hundred thousand persons will be 
needed for some phases of the job, which plans 
to raise the river’s level 80 feet and lead the 
waters through a diversion of the channel at 
the rate of 550 cubic meters per second, almost 
equal to that of the Shannon station in Ire- 
land, the biggest in Europe. 


Bonneville Funds Proposed 


PPROPRIATION of $500,000 for completion 
of work on Bonneville dam this year was 
recommended by Army Engineers during hear- 
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ings by the House Appropriations Committee 
last month on the War Department civil func- 
tions bill. The committee took no action on 
the bill. 

The extra money is needed, engineers testi- 
fied, because the urgent demands for power 
necessitated a speed-up in the building pro- 


gram, which increased costs above the current 
$4,166,000 appropriation. 

Major General Eugene Reybold, chief of 
the Army Engineers, told the committee that 
some difficulty had been experienced in get- 
ting materials and labor, which caused some 
delay. 


Arkansas 


Refunds Planned 


N an order described as an innovation in 
the field of public utility rate regulation, 
the state utilities commission on March 25th 
established as its war-time policy a program 
of ordering annual consumer refunds of ex- 


cess earnings by the state’s private utilities, 

Although members of the commission de- 
clined to discuss that angle, the action was re- 
garded as affording the utilities a means of 
building consumer good will and reducing the 
amount of excess profits taxes to be paid to 
the Federal government. 


California 


Trolley Purchase 


XPANSION of the San Francisco Citizens 
Committee seeking passage of the Market 
Street Railway purchase bonds to a member- 
ship of 1,000 men and women representing 
all districts, groups, and interests, was an- 
nounced last month. The committee was cre- 
ated by Mayor Rossi and will undertake the 
task of getting a favorable vote on $7,950,000 
in bonds to buy the private line. 
A special election for the purchase has been 
set for April 20th. 


In an invitation to prospective members of 
the committee, Mayor Rossi said: 

“We want a cross-section of citizens of San 
Francisco represented, lending their names and 
their energy to a public-spirited campaign, the 
success of which is deemed imperative if our 
city is to continue its progress. 

“The opportunity to purchase the operative 
properties of the Market Street Railway for 
$7,950,000 offers a sound financial investment 
and assures fast, frequent, and comprehensive 
street car and bus transportation during these 
serious war times. . 


Colorado 


Senate Votes Lobby Probe 


HE state senate recently authorized a 
sweeping investigation of lobbying in con- 
nection with the Colorado Power Authority 
bill and then refused to remove from the table 
the house resolution calling for a joint interim 
committee to explore all phases of the power 
authority proposal. 
By these two actions, the senate made plain 
that the power authority bill, under which the 


state would have been authorized to buy the 
Public Service Company of Colorado and other 
electric and gas utilities, is dead so far as it 
is concerned. 

There was a possibility that the house would 
decide to set up its own interim committee 
to study the power authority proposal. 

The legislation calling for a senate investi- 
gation of lobbying and other activities in con- 
nection with the power a bill was 
adopted by a vote of 16 to 13. 


Georgia 


Tax Bill Vetoed 


A BILL passed by the recently adjourned state 
legislature requiring the state to tax Fed- 
eral and state enterprises which compete with 
private industry has been vetoed by Governor 
Arnall. This bill was attacked in the state sen- 
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ate as discouraging development of power 
plant and rural electrification in Georgia. 

It was charged that the bill was sponsore 
by the Georgia Power Company to discourage 
the Tennessee Valley Authority from extend- 
ing lines into north Georgia, and also to pre- 
vent the proposed Federal water power de- 
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velopment on the Savannah river north of 


Augusta. 

When the bill came up in the senate, Senator 
David Arnold said the bill represented “a pro- 
test to Washington against Federal encroach- 
ment on private business.” He asserted that 
“under the present trend in government it 
will not be ten years before private incentive 
js eliminated and a dictatorship or Commu- 
nism is brought about in this country.” 


The bill was first offered in the house by, 
Representative T. Guy Connell of Valdosta, 
and was passed unanimously. House Speaker 
Roy V. Harris, taking the floor in support of 
the measure, warned that encroachment of 
Federal agencies into various fields, especially 
public utilities, would so deplete state, county, 
and city revenues that “we will have to go 
to Washington with our hats in our hands, 
dependent on Federal bureaucracies.” 


Illinois 


Win Pay Boost 


PAY increase of 9 cents an hour was re- 

cently granted by the War Labor Board 
in Washington for all of the 14,000 motor- 
men and conductors employed by the Chicago 
Surface lines, officials of the Street Car Men’s 
Union has announced. 

Notices of the wage hike approval were 
signed by Daniel J. McNamara, recording 
secretary of the union, and posted on the bul- 
letin boards of all street car barns in the city. 


WLB Chairman William H. Davis said that 
the increase was granted under the recom- 
mendation of the board which arbitrated the 
case in Chicago. 

Seven cents of the increase brings the street 
car men up to the so-called cost of living 
formula enunciated by the WLB in the “Lit- 
tle Steel” case. 

The remaining 2 cents was being granted, 
Davis said, to “protect the Chicago street car 
men’s wages as compared with wages in other 
cities.” 


Indiana 


Merger Petition Heard 


_—— of more than a half-dozen wit- 
nesses was on record last month with the 
state public service commission, awaiting ac- 
tion of a 2-member hearing commission on a 
petition for approval of the sale of the Indi- 
ana Gas Utilities Company’s Terre Haute dis- 
tribution system to the Terre Haute Gas Com- 
pany. 

The sale, involving a price of $1,250,000, was 
approved December 31, 1940, by a former 
commission but that body’s action was set 


aside by the Clay County Circuit Court in a 
decision later upheld by the Indiana Supreme 
Court. The action was held void because the 
order was signed by only two members of the 
commission, the third claiming it was issued 
without his knowledge. 

The company presented testimony at the 
hearing that gas consumers of Terre Haute 
had benefited by reduced rates to the extent 
of $57,000. It also was pointed out that small 
consumers of the company had received gas 
at rates as low or lower than those in towns 
served by natural gas. 


Iowa 


Utility Purchase Question 


HE long discussion of possible city pur- 
chase of the gas and light utilities in Des 
Moines has brought these new developments: 
_ 1. Gregory Brunk, chairman of a committee 
investigating the city purchase proposal, has 
asserted before the city council that the re- 
cent sale of the utilities is “shadow-boxing” 
and will not be approved by the Securities 
and Exchange Commission. (The sale is not 
effective until so approved.) 
2. The Federal Power Commission has in- 
formed the council that it has no experts avail- 
able to make an appraisal of the utilities. 
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3. The councilmen are considering getting 
such FPC information as they can. 

Brunk told the council that sale of the Des 
Moines Electric Light Company and the Iowa 
Power & Light Company to the United Light 
& Power Company, Chicago, Illinois, means 
creation of a bigger Iowa utility system than 
the present one. 

City Solicitor Fred T. Van Liew told the 
council that the FPC had written, in reply 
to a request two months previous, that in 
normal times the commission can make its ex- 
perts available, “subject to reimbursement.” 
The FPC regretted, however, that it “does not 
at this time have sufficient staff available for 
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such work as requested, due to the general 
shortage of man power, losses of personnel to 
the armed forces, and the large burden of the 
war activity of the commission.” 

Leon M. Fuquay, FPC secretary, said the 
commission woul!d give “pertinent data and in- 
formation to the city, and city representatives 
may confer with the staff.” Mayor John Mac- 


Vicar said the city councilmen would discuss 
— of getting this data from the 


Brunk urged the council to hire an engj- 
neering firm to help. He said that the FPC 
can furnish all the data the city needs to get 
the value of the utilities and the city “would 
not need to spend 10 cents for an appraisal,” 


Kansas 


Allotment Approved 


Poses. approval of an allotment of 
$153,000 to the board of public utilities, 
Kansas City, to finance the construction of 
a transmission power line and substation was 
announced on March 29th by Major General 
Philip B. Fleming, Federal Works Adminis- 
trator. 

The board of public utilities and the Kansas 
City Light & Power Company supply electric 
service to war industries, military establish- 
ments, and essential civilian operations in and 


near Kansas City, Missouri, and Kansas City, 
Kansas. 

The Federal Works Agency has been ad- 
vised that neither the private company nor the 
public plant has adequate generating capacity 
to serve existing or anticipated power require- 
ments in the area in event of failure of its 
major generating units. The allotment is to 
provide an uninterrupted power supply through 
an interconnection between the public and pri- 
vate plants. 

The exact terms of the financing would be 
arranged with: the utilities, 


Kentucky 


Rates Ordered Reduced 


HE state public service commission on 

March 18th announced that, following its 
study of advance statements of operating rev- 
enues, expenses, and income of the Kentucky 
Utilities Company for the calendar year 1942, 
it had directed the company to reduce its rates 
and charges for electric service supplied by 
it to the extent of $500,000 per year, such re- 
duced rates to become effective on bills mailed 
on and after April 1, 1943. 


This reduction in rates, which has been 
accepted by the company, brings to $1,300,000 
per year the savings to electric users of the 
Kentucky Utilities Company which have been 
effectuated in the past four years and to $2,- 
250,000 the annual savings brought through 
rate reductions during the past eight years, 
it was reported. 

It was also announced that the company for 
the duration would eliminate its penalty for 
failure upon the part of the customer to pay 
his bill within the stated discount period. 


Maryland 


ODT Authority Challenged 


A SPOKESMAN for the state public service 
commission recently questioned the au- 
thority of the Office of Defense Transporta- 
tion to continue the ban on nonessential taxi- 
cab riding within cities after the restrictions 
on pleasure driving were lifted by the ODT 
on March 22nd. 

The commission spokesman pointed out that 
the restrictions on the pleasure use of taxi- 
cabs were ordered by the state commission 
after the ODT had issued its no-pleasure- 
driving order. The ODT, he said, had nothing 
to do with it. 

It was made plain, however, that the com- 
mission order of last June, prohibiting the 
use of taxicabs for pleasure trips outside the 
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city or for any trips beyond a 34-mile limit, 
still stands. The only exceptions to the limit 
are essential trips to war plants. 


Transit Tax Urged 


ESTORATION of a 9 per cent tax on gross 

receipts of the Baltimore Transit Com- 
pany for public parks maintenance would be 
one of the first things former Representative 
John A. Meyer would work for, if elected 
mayor, he said recently. 

Mr. Meyer, one of four candidates for the 
Democratic mayoralty nomination, pointed out 
that the United Railways, predecessor to the 
Baltimore Transit Company, was relieved of 
the tax in 1933 when the United was in re- 
ceivership. 
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Michigan 


Utility Strike Canceled 


STRIKE averted, the Consumers Power 
A Company last month continued feeding 
electricity and gas to a vast southern Michi- 
gan area whose industries shoulder much of 
the war effort. 

The walkout by the CIO’s Utility Workers’ 
Organizing Committee, set for midnight 
March 19th, was called off at the behest 
of the regional War Labor Board, and com- 
munity life, including the war manufacture, 
remained undisturbed. 

Representatives of the union, which has been 
disputing with the company over application 
of a contractual dues check-off, on March 
19th accepted a WLB directive after some 
nineteen hours of private conferences had 
failed to achieve a settlement. 

Officers of the Army and Navy participated. 

The War Labor Board directed that there 
be no interruption in company operations and 


instructed the union and company to name an 
arbitrator whose decision on the dispute shall 
be final. 

Wendell L. Willkie declined to arbitrate the 
labor dispute involving the Consumers Power 
Company, a Commonwealth & Southern sub- 
sidiary of which he was formerly the head. 
Mr. Willkie said he was “deeply touched by 
the expression of confidence in me both by the 
employees and the management,” and recalled 
his former chairmanship of the board of Con- 
sumers Power and the negotiation of its first 
collective bargaining agreement. He added 
that he knew personally hundreds of the com- 
pany’s employees. 

The Utility Workers’ Organizing Com- 
mittee had suggested Mr. Willkie as arbitra- 
tor of the dispute. Company officials said he 
would be acceptable to them and the regional 
War Labor Board urged Mr. Willkie to ac- 
cept the position as “a very important war- 
time service.” 


Missouri 


Laclede Reorganization 
Approved . 


HE reorganization plan of the Laclede Gas 

Light Company of St. Louis and the sale 
of the property of its affiliated company, Lac- 
lede Power & Light Company, to Union Elec- 
tric of Missouri were approved recently by 
the state public service commission, subject 
to conditions imposed by the state commis- 
sion. 

The Laclede Power & Light plant sale, at a 
price of approximately $10,000,000, which will 
give Union Electric a monopoly on electric 
service in the St. Louis area, is subject to ac- 
ceptance of the Laclede Gas reorganization 
plan as approved. 

The sale, a major element in the reorgani- 


zation plan, also is subject to a limitation that 
the present lower rates for Laclede Power & 
Light customers shall be continued in effect 
by Union Electric for such customers, unless 
and until the rates may be changed by the 
commission after a hearing. 

The Laclede Gas reorganization plan, which 
reduces the company’s capital structure from 
$48,033,000 to $34,418,150, and which reduces 
its fixed charges about $1,000,000 a year, must 
be approved by the Securities and Exchange 
Commission before it may become effective. 

While not a part of the reorganization plan, 
the state commission, in its report and order, 
expressed an opinion many benefits would re- 
sult for the public through future acquisition 
by Laclede Gas Light Company of property 
of the St. Louis County Gas Company, an 
affiliate of Union Electric. 


New York 


Board Reports Savings 


Yio state transit commission last month 
made public its annual report, which de- 
clared that the commission has saved sub- 
way riders and commuters almost $1,000,000,- 

0 in higher fares since its creation in 1921. 
F The transit commission,” the report said, 
was primarily responsible for preserving the 
5-cent fare in the city of New York and for 
preventing increases in the commutation rates. 
he savings that thus accrued to the riders 
over the ensuing years, conservatively esti- 
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mated, would approach the surprisingly huge 
sum of $1,000,000,000.” 

Governor Thomas E. Dewey on March 28th 
announced he had signed the bill for abolition 
of the transit commission and transfer of its 
functions to the state public service commis- 
sion, effecting a saving of $104,000 annually 
to New York city and $71,000 to the state. 

In its report the commission listed the con- 
summation of transit unification in 1940 and 
the grade-crossing program as two of its out- 
standing achievements. 

The report showed that in the fiscal year 
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ended June 30, 1942, the rapid transit lines 
carried a total of 1,870,414,849 fare-paying 
passengers, which was an increase of 32,671,- 
719 over the number carried in the fiscal year 
ended June 30, 1941. In the fiscal year ended 
June 30, 1942, bus lines, including those in 
Nassau county, carried 799,231,400, an increase 
of 107,056,162. 


Gas Rates Approved 


N a unanimous decision announced on March 
22nd, the state public service commission 
found that gas rates charged by the New York 
& Richmond Gas Company for service to con- 
sumers in Staten Island were not unduly high 
and dropped a proceeding to have the rates 
reduced. 
Although company revenues increased from 


$1,186,216 in 1938 to $1,252,566 in 1941, oper. 
ating expenses and other charges increased 
from $865,106 to $986,102 in the same period 
the report said. It was also reported that oper 
ating costs, taxes, and other charges werd 
still higher in 1942 than they were in 194], 
Taking all elements into consideration, th 


on a rate base of $3,796,000 for 1941 would be 
$199,309, or about 5.25 per cent. 


Utility Bill 


ie state assembly last month passed and 
sent to the senate the Mitchell bill which 
would require public utility companies having 
optional rates for different kinds of service 
to notify the customer once a year which type 
of service would have cost him the least, 


Ohio 


Transport Tie-up Nipped 


a strike which would cripple 
an already overloaded transportation sys- 
tem in Akron was averted recently when the 
regional War Labor Board summoned CIO 
and AFL union leaders to Cleveland in an ef- 
fort to solve a jurisdictional fight. 

The board also issued a directive ordering 
that there be “no interruption of the service 
or operation of the Akron transportation sys- 
tem, upon which Akron’s war production de- 
pends.” 

With leaders of the Akron Transport Work- 
ers’ Union (CIO) and the International Asso- 
ciation of Machinists (AFL) refusing to give 
ground in the interunion fight, the Akron 
Transportation Company, now burdened with 
woes in trying to meet demands of additional 
thousands of riders in Akron to work in war 
factories, was “caught in the middle,” Paul 
Fuller, resident United States conciliation com- 
missioner, said. - 


Utility Measure Rejected 


EG Kane bill, which would supplant pres- 
ent methods of using reproduction cost 
new of utility property in fixing utility rates, 
was indefinitely postponed by the state senate 
utilities committee last month. 

The measure, which was drafted through 
the codperation of John Ellis, Cincinnati city 
solicitor, and John L. Davies, Columbus law 
director, was consigned to the scrap heap by 
a vote of 4 to2 

According to proponents, the bill, which 
would set up a plan whereby the cost of the 
particular utility property would be taken as 
of the date it was placed into service, and 
merely require adjustments for depreciation, 
would save both consumers and the utilities 
hundreds of thousands of dollars through the 
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elimination of repeated engineering surveys 
and the offering of expert testimony on the 
property valuations “as of the date certain.” 

An attempt was made early in the hearing 
to kill the bill, but the committee deferred 
action to permit George McConnaughey, chair- 
man of the state utilities commission, to pre- 
sent the commission’s suggestions which would 
have radically altered the measure. 

Senator Larry Kane, Republican, sponsor 
of the bill, refused to accept commission sug- 
gestions which would throw the door wide 
open for the commission to use virtually its 
own discretion in arriving at property valu- 
ations. 

The demise of the bill marked the second 
utility victory of the day against antiutility 
legislation. During the senate taxation com- 
mittee hearing, the committee reaffirmed its 
stand on the Hoffman bill by voting 70 to 5 
to retain the December 31, 1944, termination 
for the extender of the .65 of 1 per cent utility 
excise tax upon gross receipts. As approved 
by the house, the termination date would be 
April 30, 1945, thus affording ample oppor- 
tunity for the next general assembly to reen- 
act the law for another two years. 


Protest CEI Sale 


von Lake village, which will be threatened 
A with municipal bankruptcy if the city 0 
Cleveland purchases the huge Cleveland Elec- 
tric Illuminating Company’s power plant in 
the village and it becomes tax exempt, recently 
took action protesting sale of the utility. 

Should Cleveland buy the power plant, 
Lorain county would lose $11,134,280 from its 
present tax duplicate, County Auditor Frank 
Ayres said. Ma 

Heads of 30 Cuyahoga county municipali- 
ties have also voiced their opposition to the 
purchase. 
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FPC Postpones Hearing Date 


Ee Federal Power Commission recently 
announced its postponement until further 
order of the hearing previously scheduled to 
begin April 7, 1943, in Cleveland, pursuant to 
its inquiry instituted in February, 1939, for 
the purpose of determining whether the East 
Ohio Gas Company, with principal offices in 
Cleveland, is a natural gas company within 
the meaning of the Natural Gas Act and in- 
vestigating the cost of natural gas service 
rendered by the company, including the cost 
of transportation of natural gas from the Ohio 
river to the city gates of Cleveland, Euclid, 
and Lakewood, Ohio. 

Subsequent to the institution of the com- 
mission’s investigation, these three cities filed 
separate complaints with the commission in 
June, 1942, asking that the commission order 
East Ohio to show cause why it should not 
ascertain and submit the original cost of its 
properties in compliance with various orders 
of the commission addressed generally to all 
natural gas companies subject to the commis- 
sion’s jurisdiction and stating that they have 
a substantial interest in the enforcement of 
the commission’s orders and the determination 


of East Ohio Gas Company’s original cost. 


In an order dated March 9, 1943, the com- 
mission permitted the city of Cleveland to 
become an intervencr in the East Ohio pro- 
ceeding, subject to the customary provision 
that such permission shall not be construed 
as recognition by the commission that Cleve- 
land might be aggrieved by any order issued 
by the commission in the proceeding. 


Tax Proposal Killed 


HE state house taxation committee re- 

cently killed a bill to permit local taxation 
of publicly owned utilities after Mayor Frank 
Lausche of Cleveland and other municipal of- 
ficials voiced a vigorous opposition. 

The measure was deferred indefinitely by 
a vote of 12 to 6 and no one saw hope of its 
revival. 

Mayor Lausche, urging its defeat, said cities 
had been given constitutional authority to 
operate public utilities and they should be 
allowed to do so as they saw fit. Municipally 
owned utilities, he added, should not be sub- 
sidized and should be required to charge suf- 
ficient rates to eliminate any necessity of call- 
ing on taxpayers to help run them. 


. Pennsylvania 


FPC Allows Reduced Rates 


HE Federal Power Commission on March 
22nd announced its order allowing a sched- 
ule of reduced rates for electric energy and 
natural gas sold by the Rockland Light & 
Power Company, Nyack, New York, to its 
wholly owned affiliate, the Pike County Light 
& Power Company, Milford, Pennsylvania, to 
become effective as of January 1, 1943. 
The order said the new rate schedules, which 
were filed by the Rockland Company after 
several conferences between representatives of 


the Federal Power Commission, the Pennsyl- 
vania Public Utility Commission, intervenor, 
and the Rockland Light & Power Company, 
will result in annual reductions in wholesale 
charges for electric energy of about $6,800 
and of about $500 a year for natural gas, 
which may be passed on to Pike county’s resi- 
dential customers under an order of the Penn- 
sylvania Public Utility Commission dated Feb- 
ruary 24th, terminating its rate proceedings 
against Pike County Light & Power Com- 
pany and directing the filing of reduced resi- 
dential rates. 


South Carolina 


TVA Purchase Proposed 


A™x to permit the Tennessee Valley Au- 
‘ 4 thority to acquire the South Carolina Pub- 
lic Service Authority, operator of the $57,- 
000,000 Santee-Cooper hydroelectric develop- 
ment, was proposed last month in the state 
general assembly. 

Sale of the public utility to the Federal gov- 
ernment would be authorized by a joint reso- 
lution introduced by Senator Charles E. Perry, 
Jr. The resolution would create a 6-man com- 
mittee to negotiate with the Secretary of the 
Interior, the TVA, and other Federal depart- 
ments “with the view of purchasing all the 
holdings of” the Santee-Cooper development 
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near Charleston. The committee would be 
composed of three senate and three house mem- 
bers. The sale price was fixed at a “sum equal 
to or greater than the total amount of the 
bonded indebtedness . . . including all accrued 
interest.” 

The public service authority has received 
$57,025,000 from the Federal government, of 
which $26,055,000 was a loan. The authority 
has a proposal before the state iegislature 
which would permit it to increase its value 
to $97,000,000 through purchase of two Co- 
lumbia privately owned utilities. 

Senator Perry pointed out that it appeared 
the principal objection to the Santee-Cooper 
expansion bill before the senate was that it 
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would be a “political octopus” and explained 
that his resolution would prevent this. The 
senator said he did not want to see Santee- 


Cooper under political control; therefore, he 
thought it best to have the Federal govern. 
ment operate the project. 


Tennessee 


TVA Files New Petition 


a move was made recently in the 
Tennessee Valley Authority’s suit for 
breach of contract against Lenoir City with 
the filing of a petition in Federal court to 
place on the record testimony of W. N. Estes 


and R. L. Voss, Nashville security company 
officials. 

TVA has claimed that a city ordinance jn- 
creasing electric rates to provide for the pay- 
ment of city bonds is illegal and void as it 
is an impairment of the contract between the 
authority and Lenoir City. 


Texas 


Investigation Proposed 


T a time when the Lower Colorado River 
Authority and the Guadalupe and Blanco 
River Authority are under investigation by a 


committee of the house, a proposal was re- 
cently made in the state senate to investigate 
the Brazos River Conservation and Reclama- 
tion District, an authority of the kind of the 
two already under investigation. 


Washington 


Verdict Declared Fair 


HE security holders of the Puget Sound 
Power & Light Company “may conclude 
that they have received fair treatment at the 
hands of the Federal jury,” which recently 
returned a verdict of $9,500,000 which the 
Snohomish Public Utility District must pay 
the power company for the latter’s distribu- 
tion properties in that county, Lowell P. Mic- 
kelwait, attorney for the power company, said. 
“The jury’s verdict of $9,500,000 was less 
than the total of $12,000,000 which we felt 
the company was entitled to,” Mickelwait said, 
“and for that reason the company is not en- 
tirely satisfied with the verdict. However, the 
amount fixed by the jury was two or three 
times what the PUD witnesses testified the 
property was worth and not only assures the 
company of receiving the full market value 
of the property under condemnation but some- 
thing for severance damage due to the tear- 
ing apart of this large integrated system.” 

The verdict is a sort of option, Mickelwait 
explained. If no appeal is made on either 
side, then the utility district has the right to 
decide whether to take the properties at this 
price. If the county decides against it, the 
verdict becomes ineffective. 

If an appeal is made, proceedings are tied 
up until the appellate court makes a decision. 
Either party may move for a new trial, which 
United States District Judge John C. Bowen, 
in whose court the case was tried, may or 
may not grant. 

The figure was about midway between the 
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figures set by the PUD and the power com- 
pany. 


Power Petition Accepted 


"f gevacrstion of Initiative 12, the public pow- 
er measure, have until midnight June 9th 
to obtain 30,000 legal signatures to referen- 
dum petitions to put the matter before the 
people in the 1944 general election. 

Secretary of State Belle Reeves accepted 
the filing of such a petition on March 18th, 
after declining to accept it sometime ago on 
the advice of Attorney General Fred E. Lewis, 
who held the emergency clause contained in 
the measure made it immediately effective. 

The initiative provides that county public 
utility districts may combine to acquire the 
properties of private utilities. 

If opponents fail to obtain the necessary sig- 
—s the initiative will take effect June 

th. 

Further reflecting the action of the recent 
state legislative session was the signing by 
Governor Langlie of 40 bills, among them one 
amending the General Revenue Act. Some of 
the changes it effected are: 

Exemption from the sales tax of transac- 
tions made with utility property to other util- 
ity concerns, whether by negotiated sale or 
condemnation. (This clause was said to par- 
ticularly benefit public utility districts in ac- 
quiring private utility property.) 

Reduction of utility tax rate to carriers of 
both persons and property in cities over 150,- 
000 population. 
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The Latest 
Utility Rulings 


FPC Determination of Cost of Power Project 
Modified by Federal Court 


PHOLDING, for the most part, the 

findings of the Federal Power 
Commission in 41 PUR(NS) 449, the 
United States Circuit Court of Appeals 
has made certain modifications of the 
commission’s order. Items disallowed as 
cost of a power project, the court held, 
must be written out of the project ac- 
count and of necessity dealt with in some 
other account. Commission power to re- 
quire accounts to be kept according to its 
uniform system was sustained, but the 
court observed that accounting orders of 
the commission are not conclusive. It was 
said concerning a required charge to sur- 
plus : 


We do not think any property right has 
been taken without due process of law by 
the charge out. There may be, as is con- 
tended, some investment of permanent worth 
which legitimately increases the present 
value of Alabama’s properties used and to 
be used for the public benefit on which a re- 
turn is due in rates, but which is not part of 
the legitimate original cost of Martin dam 
under the license and the Federal act which 
it embodies. The commission’s accounts do 
not at all affect the state rates. If in the fu- 
ture Federal rates are fixed it will be time 
enough to decide what effect the commis- 
sion’s accounting orders are to have... . It 
is otherwise as to the order fixing the legiti- 
mate original cost... . After judicial review 
here there is added the force of a judicial 
determination. The “net investment” in the 
project is ascertained at any given time from 
this original cost as a basis . . . and is im- 
portant both in fixing rates under § 20, and 
in taking over a project under § 14. But the 
mere bookkeeping which the commission 
may order under § 301 we think is infor- 
mational. . . . We do not adjudge that al! 
that has been ordered charged off is forever 
lost to Alabama. 


Actual cost, the court emphasized, is 
the objective in these proceedings and 
not the price paid to a former owner of 
the license or the amount paid to an affili- 
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ate for such items as engineering fees 
and equipment rentals. Neither discounts 
given under a power contract with a sell- 
er of property nor amounts paid to se- 
cure a release from such a contract con- 
stitute original cost. 

Expert opinion as to the value of a 
dam site, resting mainly upon a com- 
parison of the cost of producing power, 
if developed, with the cost of producing 
the same amount of power by steam, does 
not measure cost. 

A payment by a licensee to a county 
for future maintenance of an expensive 
bridge, to be substituted for a short 
bridge over a creek because of the rais- 
ing of the water level, was held not to be 
an “expense of maintenance item” to be 
distributed over the period of the license, 
but a part of the cost of acquiring flood 
rights. The commission had excluded 
this payment from cost. 

Traveling expenses of engineers of a 
construction company had been disal- 
lowed by the commission although sala- 
ries had been prorated as overheads. 
Their trips often concerned several proj- 
ects at the same time, all related to con- 
struction work. Itemized vouchers had 
been made and charged as general over- 
head but with no effort to identify par- 
ticular projects served. It was impossi- 
ble to remember sixteen years later the 
purpose of each trip. The court held that 
these expenses ought to have been pro- 
rated like salaries. It was said that a dif- 
ference attempted to be drawn was arbi- 
trary. 

Bonuses paid to employees in general 
at the end of the year, although volun- 
tary, were held to be in aim and effect 
additional wages, properly allowable as 
part of cost, although a payment to an 
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architect in the nature of a Christmas gift 
was excluded. Extra pay to certain key 
men at the end of the construction, pre- 
viously promised, was also allowed. 

The commission was upheld in dis- 
allowing the cost of excess land acquired 
in order to avoid condemnation of other 
lands; taxes on land before the date of 
its inclusion in the project ; interest after 
the maximum date permitted for com- 


pletion of construction ; cost of engineer- 
ing studies relating to the power system 
rather than the project; expenses of 
branch offices of the construction com- 
pany; expense of maintaining member- 
ship in an association to watch legisla- 
tion; and cost of service emblems for 
employees of the construction company, 
Alabama Power Co. v. Federal Power 
Commission (No. 10227). 


e 


Rate Increase to Town Not a ‘‘General Increase”’ 


Under Price 


LTHOUGH the requirements of the 
Federal Price Control Act had been 
met by giving notice to the Office of 
Price Administration and by consenting 
to intervention of the Price Administra- 
tor, the Maine commission expressed the 
opinion that a proposed increase in rates 
to a town did not constitute a “general 
increase” within the meaning of this new 
statute. The commission said: 


Under Procedural Regulation 11 of Part 
1,300 of Chap. XI of the regulations of the 
Office of Price Administration of the United 
States, a public utility seeking a “general in- 
crease” in its rates or charges in a proceed- 
ing before a regulatory body is required to 
file with the Office of Price Administration, 
Washington, D. C., at least thirty days’ no- 
tice, to “consent to the timely intervention 
of the Price Administrator” and to file 
with said office the financial and other data 
specified therein. 

Section 1,300.901 of the regulation, defin- 
ing the term “general increase,” excludes 
increases of “rates or charges applicable to 
a particular customer or transportation serv- 
ice under special arrangement.” 

At the hearing held on December 31, 1942, 
it developed that, notwithstanding the more 
inclusive language of the petition, the only 
increase actually sought by the company is in 
the rate paid by the town of Castine for fire 
service, 

The town of Castine is a body politic and 
corporate and a legal entity entirely distinct 
from its inhabitants and taxpayers and is, 
we believe, “a particular customer” within 
the meaning of the above-mentioned sec- 
tion. Therefore, an increase which applies 
solely to the rates of the town would not ap- 
pear to be a “general increase” coming with- 
in the foregoing requirements. 


Higher rates were authorized but not 


Control Law 


to the extent requested or as provided 
in a stipulation between the company and 
the town. Notwithstanding the fact that 
the parties had agreed upon the rate re- 
quested, it remained the duty of the com- 
mission to examine all relevant evidence 
and to determine whether the rate so re- 
quested was a just and reasonable charge 
and whether or not a decree in accord- 
ance with the stipulation would be in 
conformity with the law. 

The salary of a company official, 
amounting to approximately one-fifth 
of the average gross revenue, was con- 
sidered excessive as an operating ex- 
pense. This official no longer resided in 
the municipality served and gave only 
part of his time to company affairs. 

Additional revenues were considered 
proper when ample to meet all proper 
expenditures and provide a return of ap- 
proximately 5 per cent upon the proper- 
ty. The return, it was said, should prop- 
erly afford the stockholders a higher rate 
of income than the 44 per cent interest to 
be paid on bonds recently issued with the 
approval of the commission. 

The stipulation had provided for the 
payment of additional charges to cover 
possible increases in tax assessments. 
This, the commission believed, was con- 
trary to the decision of the court in the 
Caribou Water, Light & Power Com- 
pany Case, 121 Me 426, PURI923A 
140, 117 Atl 579, and, therefore, was not 
approved. Castine Water Co. v. Iiself 
(FC No. 1193). 
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Charge to Absorb Bridge Toll Allowed over 
OPA Objections 


vER the objection of counsel for the 
Office of Price Administration, 
which had intervened pursuant to the 
rovisions of the Federal Price Control 
Act of 1942, the Connecticut commission 
authorized motor bus carriers to charge 
passengers a toll or surcharge for trans- 
portation on routes over a new state 
highway bridge, crossing the Thames 
river between New London and Groton. 
The commutation rates for motor busses, 
as approved by state officials, is 30 cents 
per crossing, based on twenty or more 
single crossings per day. The surcharge 
of 2 cents per passenger, as allowed, is 
the same as the proposed toll for each 
pedestrian using the bridge. The com- 
mission said: 


Since the only purpose of the surcharge is 
to reimburse the petitioner for the tolls it 
must pay to the bridge authority and since 
the surcharge would apply only so long as 
such tolls are in force, the he « issue was in 
the field of price control as related to the 
national emergency and raised by the Office 
of Price Administration. This office claimed 
that the surcharge constitutes a general in- 
crease in rates within the meaning and 
prohibition of the act of Congress and the 
Federal regulations, referred to above. It 
also claimed that under the act of Congress 


and the regulations of the Office of Price 
Administration seeking to hold rates to 
September, 1942, levels, the only permissible 
increases in the rates of a public utility or 
common carrier are those necessary to ful- 
fill the war-time obligation of the utility or 
common carrier and to correct gross in- 
equities. It does not seem to the commis- 
sion, however, that the imposition of this 
surcharge can be fairly regarded as an in- 
crease in rates and, therefore, within the 
field of price control as related to the na- 
tional emergency. The state of Connecticut 
by action of its legislature has decided that 
recoupment of part or all of the cost in- 
curred in the construction of the bridge 
should be accomplished by an appropriate 
charge against those who actually use the 
bridge. In view of this legislative decision by 
the state of Connecticut, the public utilities 
commission, should it disallow the imposi- 
tion of a surcharge for the use of the bridge 
by bus passengers, would find itself in the 
position of attempting an administrative veto 
of a legislative enactment. Had the legisla- 
ture and the bridge authority seen fit, 
either might have prescribed that the toll be 
collected directly from each passenger and, 
by charging all users of the bridge for the 
privilege of using the bridge, it has in ef- 
fect made the motor bus carrier a toll col- 
lector for the state. 


Re New Haven & Shore Line Railway 
Co., Inc. (Docket No. 7300); Re Con- 
necticut Co. (Docket No. 7300). 


e 


Disposition of Write-ups 


f Peniege ey that an amount in Ac- 
count 100.5, Electric Plant Acquisi- 
tion Adjustments, should be left in that 
account was overruled by the Federal 
Power Commission, which held that this 
amount should be properly amortized 
over a period of ten years. 

The company had urged that this was 
part of the actual investment prudently 
and necessarily made in the development 
of the present system and that the invest- 
ment was made to bring to the system the 
investors therein and to customers in the 
area served the benefits of integrated and 
Interconnected electric utility service 
and more efficient utilization of proper- 
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ty constructed and acquired. The com- 
mission held that the company had failed 
to sustain the burden which was upon it 
to support this contention. The commis- 
sion declared: 


We need not rest our decision, however, 
upon COPCO’s failure to meet the burden 
of proof. There is affirmative testimony in 
the record by the staffs of the commissions 
which clearly indicates the excess of acquisi- 
tion cost over original cost represented pay- 
ments for nuisance value, going value, 
franchise value, monopoly value, and other 
similar intangibles. Such evidence consists of 
letters and reports from COPCO’s files 
which were written at or about the time of 
the purchases to which they relate. 

It is not necessary to theorize as to the 
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specific type of intangible which this excess 
represents. The intangibles represented by 
the excess all have a tendency to merge one 
into the other and can principally be ex- 
plained in terms of potential earning power. 
They represent basically a capitalization of 
that factor. It is because of this single domi- 
nant element common to such intangibles that 
sound accounting dictates their rapid elimi- 
nation. 


An amount representing profits on 
engineering and legal fees paid by the 
company to an affiliate and interest dur- 


ing construction on such profits was held 
to be a write-up which should be trans- 
ferred to Account 107, Electric Plant 
Adjustments. Such profits, the commis. 
sion ruled, are not a proper part of the 
cost of electric plant. 

Disposition of amounts established in 
Account 107, Electric Plant Adjust- 
ments, was also ordered by charges to 
various accounts. Re California Oregon 
Power Co. (Docket No. IT-5714, 
Opinion No. 87). 


e 


Temporary Authorization Granted for Gas Service 
Required under WPB Order 


eee certificate of public con- 
venience and necessity was granted 
by the Federal Power Commission 
authorizing the Consolidated Gas Utili- 
ties Corporation to make connections 
with and supply service to the Gas Ser- 
vice Company. The War Production 
Board, under Limitation Order L-31, 
had directed these companies, respec- 
tively, to deliver and accept until further 
notice the amount of gas which Consoli- 
dated could make available. 

The certificate was issued for the 
duration of the present war emergency 


but not beyond ninety days after cessa- 
tion of hostilities. Issuance of the certifi- 
cate, it was stipulated, was without prej- 
udice to the authority of the commission 
with respect to rates, valuation, costs, 
services, accounts, or any other matters. 
It was provided that this would not be 
construed as an acquiescerice by the com- 
mission in any estimate or determination 
of cost, or any valuation, nor should it 
be considered as a determination of serv 
ice area under § 7(f) of the Natural 
Gas Act. Re Consolidated Gas Utilities 
Corp. (Docket No. G-438). 


7 


Commission Asserts Authority to Order Removal of Line 


Dangerous 


Yee Postal Telegraph-Cable Com- 
pany has been ordered by the Penn- 
sylvania commission, at its sole cost and 
expense, to remove or relocate poles and 
wires located near an airport so that 
these facilities will not extend to a 
height above the level of the center of the 
paved portion of a runway greater than 
one-thirtieth of their lateral distance 
from the nearest point of the exterior 
boundary of the runway. The present 
location of these facilities was held to 
constitute a definite mental and actual 
hazard to the public using the airport. 
Dismissal of the proceeding, instituted 
by the commission on its own motion, 
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to Airport 


was sought on the ground that the com- 
mission has no jurisdiction to enter such 
an order. The commission rejected as 
precedents cases holding that the com- 
mission lacked power to compel removal 
of railroad facilities and highway cross- 
ings; to repave the highway at such 
points, or to pay damages due property 
owners as a result thereof ; or to pass on 
a complaint that smoke and soot from a 
generating plant are detrimental to health 
and property of the complainant. Unlike 
the present case, the commission said, the 
latter case involved private rights of 
property owners and was not concerned 
with public safety. 
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The commission ruled that it has origi- 
nal jurisdiction to determine whether or 
not the facilities of a public utility jeop- 
ardize the safety of the public. Any ac- 
tion taken in this matter would not be 
based upon policy but would be based 
upon the express powers conferred by 


sections of the Public Utility Law giving 
the commission jurisdiction over the 
character of service and facilities, in- 
volving questions of adequacy and safe- 
ty. Pennsylvania Public Utility Commis- 
sion wv. Postal Telegraph-Cable Co. 
(Complaint Docket No. 13594). 


e 


Municipal Plant May Charge Different 


Rates to Urban Consumers 


IFFERENCES in service rendered to 
D consumers within municipal limits 
and other consumers justify different 
rates, it is held by the supreme court of 
Wisconsin. A commission order fixing 
water rates for the Milwaukee municipal 
plant had been attacked because of a 
classification into urban and suburban 
service, with a different rate for each. 

One of the most important consider- 
ations, said the court, is the comparative 
costs of the services. The peak demand 
made upon the utility by the service fur- 
nished to villages differed in amount 
from the peak demand made by the serv- 
ice furnished within the city. There was 
also a difference in the distance which 
the water had to travel. The court gave 
little weight to these factors. Another 
factor, having greater weight, was the 
fact that the cost of constructing the 
plant came from special assessments 
within the city while none of these were 
paid by the suburbs. 


Another difference was that the sub- 
urban rate included the cost of fire pro- 
tection service while the urban rate did 
not. Within the city the cost of protec- 
tion was paid by taxpayers through the 
city and was not paid by the consumers. 

Finally, it was shown that the service 
rendered to the suburbs was wholesale, 
while that rendered to urban consumers 
was retail. Purchase of water for resale, 
declared the court, may be used as a 
proper factor to consider in classifying 
service. 

Inclusion of a tax equivalent in com- 
puting operating expenses was sustained. 
It was pointed out that although the 
municipally owned utility is tax exempt, 
it in reality does carry the burden, and 
under Wisconsin statutes it must ac- 
count to the municipality. The legisla- 
ture had authorized inclusion of a tax 
equivalent as an operating expense. Vil- 
lage of Fox Point v. Public Service 
Commission et al. 7 NW (2d) 571. 
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Cooperative Association Not Required to 


Obtain Operating Authority 


HE superior court of Pennsylvania 
has reversed an order of the com- 
mission holding that the Philadelphia 
Association of Wholesale Opticians is 
not a bona fide codperative association 
entitled to conduct a delivery service for 
the benefit of members without authori- 
zation by the commission. (See commis- 
sion ruling in 43 PUR(NS) 60.) 
The commission had charged that the 
association was illegally transporting 


property by motor vehicle as a common 
carrier, for which a certificate of public 
convenience and necessity had to be ob- 
tained. The commission had found that 
the association was not engaged in com- 
mon carrier service, and yet in its order 
to desist it specifically included the ob- 
taining of a certificate of public con- 
venience and necessity, which applies 
only to common carriers. The commis- 
sion did not specifically find that the as- 


525 APR. 15, 1943 





PUBLIC UTILITIES FORTNIGHTLY 


sociation was engaged in contract carrier 
service, yet it required it to obtain either 
a certificate of public convenience as a 
common carrier or a permit as a contract 
carrier before it could continue to fur- 
nish service to its members. 

The association provided delivery 
service for members who paid a fixed 
weekly contribution to meet the expenses 
incurred. The court was of the opinion 
that the association was not transporting 
property for compensation within the 
meaning of the Public Utility Law. The 
court declared: 


The commission seems to be under the 
impression that everyone who transports 
property within this commonwealth is either 
a common carrier or a contract carrier, and 
subject to its regulation. We have tried sev- 
eral times to disabuse it of that impression 
but, apparently, without success. See Weis- 
berger v. Public Utility Commission (1939) 
137 Pa Super Ct 17, 23, 31 PUR(NS) 470, 
7 A(2d) 731; Allaman v. Public Utility 
‘Commission (1942) 149 Pa Super Ct 353, 45 
PUR(NS) 495, 27 A(2d) 516. Even the In- 
terstate Commerce Commission Act, in pro- 
viding for the regulation of “motor car- 
riers,” which include both common carriers 
by motor vehicle and contract carriers by 
motor vehicle, does not regulate “private 
carriers” of property by motor vehicle, be- 
yond prescribing reasonable requirements to 
promote safety of operation. U. S. Code, 
Title 49, §§ 303(14), (15), (16), (17), 
304(1), (2), (3). 


Strictly speaking, said the court, only 


common carriers are public utilities. The 
commission is given limited jurisdiction 
over contract carriers by motor vehicle 
only because in order effectively to regu- 
late common carriers in the public in- 
terest it was found necessary to regulate 
the service of contract carriers in certain 
particulars, such as prescribing minimum 
rates and classifying contract carriers, 

The sole purpose, it was said, was to 
aid the public interest to promote safe, 
adequate, economical, and efficient sery- 
ice by common carriers and just and 
reasonable rates, and to promote rela- 
tions between common carriers and other 
carriers and coordinate their services. 
Unless such regulation of contract car- 
riers tends to benefit the public interest 
in common carriers furnishing public 
service, said the court, there is no con- 
stitutional ground for its inclusion as 
part of the law regulating utilities. 

If there be subterfuge or decep- 
tive device or collusion, the commission 
can always act in protection of the pub- 
lic, said the court, but the mere fact that 
the codperative service is more satisfac- 
tory and adequate than some prior con- 
tract carrier service or common carrier 
service which it: displaced is no ground 
for action by the commission. Philadel- 
phia Association of Wholesale Opticians 
v. Public Utility Commission. 


e 


Larger Deposit by Hotel Justified Where Use of 


Service Has Increased 


COMPLAINT by a hotel against a tele- 

phone company’s demand for an 
additional deposit of $75 where the pres- 
ent deposit was $470 was dismissed by 
the Massachusetts commission. The 
company contended that the present de- 
posit was insufficient. It stated that both 
exchange service charges and toll service 
charges at the hotel had increased and 
were still increasing with each successive 
month. It offered testimony showing an 
increase from May 31, 1941, of $78.11 to 
$326.19 as of December 31, 1942. 


The company had in effect a schedule 
providing that in order to safeguard 
against loss of charges or tolls due at the 
time service might be terminated, the 
company might require a customer to 
make a cash deposit equal to the esti- 
mated amount of exchange and toll serv- 
ice charges for any period of two 
months. Simple interest at 5 per cent per 
annum is credited on the deposit. Co- 
lonial Hotels Operating Co. v. New Eng- 
land Telephone & Telegraph Co. (DPU 
No. 6967). 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports, 
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Return, § 11 — Basts — Original cost — Change in price levels. 

1. Depreciated original cost cannot be taken as the rate base where there 
has been a change in the level of prices and the investment in the utility 
has been made while the “fair value” theory was prevailing, in the absence 
of legislation establishing prudent investment cost as a rate base prior to 
dedication of the property to public use or providing for valuation of the 
property on the basis of fair present value and the use of prudent invest- 
ment cost in the future, p. 135. 


Return, § 9 — Requirements of Natural Gas Act — Fair value basis. 
2. The Natural Gas Act makes no provision for a fixed rate base or the ex- 
clusive use of prudent investment in determining the base, but it con- 
templates that the rate base be determined in accordance with existing 
legal rules requiring a fair return upon fair value in order to avoid con- 
fiscation, p. 135. 


Return, § 52 — Confiscation — Denial of return on fair value. 

3. Regulation of public utility rates differs from ordinary price fixing in 
that, in the case of a public utility, property has been dedicated to the use 
of the public and the state can require its continued operation, by such 
dedication the owner impliedly consenting to regulation of rates by the state 
upon condition that his property will not be taken from him under the guise 
of regulation, i. e., that the rates fixed allow him a fair return upon its fair 
value, p. 135. 


Valuation, § 1 — Present value. 


4. Property has no value except present value; past value exists only in 
memory or in history, and future value only in estimate or expectation, 
p. 135. 


Return, § 52 — Confiscation — Value of investment — Stockholders’ investment. 


5. Property is taken from a utility and given to its customers unless the 
utility receives a rate sufficient to make necessary replacements at current 
prices with a fair return upon the present fair value of its investment, as 
distinguished from the cash invested by stockholders in its stock, p. 135. 


Valuation, § 39 — Rate base determination — Reproduction cost. 


6. Reproduction cost is not ordinarily, standing alone, a fair criterion of 
valuation, although it may be considered, p. 135. 
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Valuation, § 36 — Rate base determination — Original investment cost — Changes 
in prices. 
7. Original investment cost cannot be taken alone as a measure of the 
present fair value of property when there have been great changes in the 
prices of labor and materials over the period during which the investments 
in the property have been made, p. 135. 


Valuation, § 30 — Rate base — Reproduction cost — Trended original cost ~ 
Unreliability. 
8. Statements of reproduction cost and trended original cost are properly 
rejected as measures of value for rate making when they fail to allow for 
the increased productivity of labor and fail to take account of other per- 
tinent factors, p. 135. 


Valuation, § 22 — Rate base determination — Price changes. 
9. The Commission, in determining value for rate making, cannot ignore 
changes in price levels clearly established and a matter of general and com- 
mon knowledge otherwise, p. 135. 


Evidence, § 9 — Judicial notice — Rise in price levels. 
10. Judicial notice is taken of a great and far-reaching rise in price levels, 
p. 135 

Appeal and review, § 53 — Grounds for reversal or affirmance — Erroneous the- 

ory of law — Rate base determination. 

11. The court should not sustain a rate base determined upon the erroneous 
theory of law that prudent investment rather than fair value may be used 
as the rate base, when there has been a rise in price levels, even though 
estimates of reproduction cost and trended value were properly rejected, 
leaving only evidence of investment cost, p. 135. 


Valuation, § 113 — Well-drilling cost — Prior charge to expense. 
12. The present value of natural gas wells and all elements that have en- 
tered into that value must be given consideration in determining the rate 
base, even though labor costs directly involved in drilling new wells and 
the portion of overhead expense allocable thereto have been charged to 
expense in the past, since the method of accounting employed with respect 
to these items cannot change the fact that they represent investment in 
property used in rendering service for which rates are prescribed, p. 146. 


Valuation, § 168 — Charges to capital — Items charged to operating expense. 
13. Capital expenditures should not be excluded from the rate base on the 
ground that such items have been charged to expense and entered into the 
rates paid by customers, since neither the cost of the property nor the com- 
pany’s ownership is affected by the fact that it may have paid for the prop- 
erty with the proceeds of rates that were unreasonably high, p. 146. 

Courts, § 21 — Stare decisis — Latest Supreme Court opinion. 

14. A Federal court must follow the latest expression of the Supreme 
Court where there is a conflict in decisions, p. 146. 

Valuation, § 85 — Accrued depreciation. 

15. Account must be taken of accrued depreciation whatever method be 
adopted for arriving at the value of utility property for rate making, p. 151. 

Valuation, § 98 — Accrued depreciation — Actual conditions — Formula. 

16. A Commission may not close its eyes to the actual present condition of 
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property in determining present value and compute depreciation on the 
basis of mere formulas, although formulas are important matters for con- 
sideration, p. 151. 


Valuation, § 96 — Accrued depreciation — Cost of future abandonments. 
17. Deduction must be made for the accrued portion of future abandon- 
ment cost allocable to the property as well as for depreciation in the in- 
vestment already made in it, and in computing the accrued portion allow- 
ance must be made, having in mind the interest-bearing quality of money, 
for the fact that the expenditure is to be made in the future, p. 153. 


Valuation, § 26 — Additions since valuation date. 
18. Determination of capital additions during a 3-year period subsequent 
to a valuation date by dividing net actual legitimate cost over the period 
by two is not erroneous when the rate order becomes effective at approxi- 
mately the middle point of the 3-year period, p. 154. 


Valuation, § 225 — Estimated capital expenditures. 


19. The action of the Commission in refusing to allow estimated capital 
expenditures in expectation of new or increased business was not erroneous 
or arbitrary where this was purely a matter of estimate, p. 154. 


Valuation, § 293 — Cash working capital — Exclusion of gas purchased — Taxes. 
20. Elimination of all allowance for gas purchases and taxes from a cal- 
culation of working capital is not erroneous or arbitrary when gas is paid 
for by customers before the utility pays the producers for that gas and 
taxes are paid long after revenues to which they relate have been collected, 
p. 155. . 


Depreciation, § 14 — Fair value basis. 
21. Annual depreciation must be computed on the basis of the present fair 
value of property, p. 155. 

Depreciation, § 13 — Basis — Capital additions. 
22. Annual depreciation with respect to additions made to capital between 
a valuation date and the effective date of a rate order should be considered 
as an element of expense, p. 157. 

Revenues, § 8 — Profits from processing gas — A ffiliate’s operation. 
23. Crediting to a natural gas company the portion of profits realized by 
an affiliate which extracts gasoline and other by-products from the natural 
gas produced by the utility, after allowing cost of processing and a 64 per 
cent return upon net investment, is not so arbitrary and unreasonable as to 
invalidate the action of the Commission, p. 157. 

Appeal and review, § 28.4 — Commission decisions — Rates. 
24. The court may not substitute its judgment of what is right and proper 
for that of the Commission in the absence of arbitrary action resulting in 
a confiscatory rate, p. 157. 

Expenses, § 114 — Federal income tax. 
25. Taxes, including income taxes paid the Federal government, are proper 
elements of expense of operation, p. 158. 

Expenses, § 9 — Test year. 


26. Selection of 1940 as the test year for determining expense of opera- 
tion in fixing future rates for a natural gas company was not condemned as 
arbitrary or unreasonable where the increased demand for gas resulting 
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from war conditions made the experience of that year a safer guide for the 
future than that of prior years, although ordinarily it would be unsafe 
thus to adopt the experience of a single year as a guide, p. 158. 


Expenses, § 92 — Rate case expense — Amortization period. 


27. Amortization of rate case expense of a natural gas company over a 10. 
year period was held to be reasonable, p. 158. APP 


Return, § 101 — Natural gas company — Factors considered. . — 
28. A finding that 64 per cent is a reasonable rate of return for a whole. K sb 
sale natural gas company cannot be disturbed when the company is well eens 
established with markets in industrial regions protected through affiliates Cue 7 
and has financial advantages as a subsidiary of a large oil company that in- MM ford = 
dependent utilities do not possess, and where profits earned by industrial MM eral P. 
corporations and others have declined and interest rates are at a low level, MW. R 
» om, Law it 
§ 13 — Authority of Federal Power Commission — Retroactive action. for the 
29. The Federal Power Commission, having no authority under the Nat- 
ural Gas Act to fix rates for the past or to award reparations on account 
of past rates, has no power to do the same thing indirectly by making find 3 
ings of fact as to past rates to be given effect in rate proceedings before Federe 
state Commissions, p. 160. A. Bur 


Shann 
Howel 


Commissions, § 28 — Jurisdiction — Statutory limitations — Quasi judicial pow. HY © 
ers — Past rates. Alexat 

30. No intention on the part of Congress to vest in the Federal Power ™ \Vinst 
Commission the unusual power to exercise the quasi judicial power of # Clevel: 
determining the reasonableness of past rates ought to be indulged unless #% [aw, | 
conferred in the plainest terms, p. 160. sauee 


Rates, § 240 — Schedules — Effect of filing. of Ak 
31. Rates filed with the Federal Power Commission pursuant to § 4(c) J ron; ( 
of the Natural Gas Act, 15 USCA § 717c(c), become the only lawful rates 
which the utility can charge or accept, and until changed by the Commis- 
sion under the power granted pursuant to § 5(a), 15 USCA § 717d(a), 


they are binding alike upon the company and its customers, p. 160. Samu 


sel, At 
Appeal and review, § 16 — Scope of review — Findings as to past rates — Al- me Ut 


sence of order. 
32. The court, in reviewing a Commission order fixing rates, has power 
to review findings as to past rates although no order is based thereon, when Pat 
such findings were made as a step in the proceeding to fix rates for the fu Hy. a, 
ture; and even if considered separate and apart from this, such findings : 
are reviewable under the Natural Gas Act, since the determination would wakes 
be, in effect, an order affecting substantial rights and contractual relation- review 
ships of a party to a proceeding before it and would be reviewable as such, # Comn 
p. 163. § 19( 
Rates, § 120 — Reasonableness — Effect of subsequent developments. June 2 
33. The reasonableness of a rate must be judged in the light of informa- # § 717 
tion available at the time it is charged, not in the light of subsequent de- HM porati 
velopments, p. 163. pany 


(Dostz, C. J. dissents.) under 
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HOPE NATURAL GAS CO. v. FEDERAL POWER COM. 


ETITION to review order of Federal Power Commission re- 
ducing interstate wholesale natural gas rates; reversed and re- 


manded. For Commission decision, see (1942) 44 PUR(NS) 1. 


APPEARANCES: William B. Cock- 
ley (Walter J. Milde, Theodore R. 
Colborn, William A. Dougherty, 
Kemble White, and Anthony F. Mc- 
Cue on brief) for petitioner, and Mil- 
ford Springer, Counsel for the Fed- 
eral Power Commission, and Spencer 
W. Reeder, Assistant Director of 
Law in Charge of utility controversies 
for the city of Cleveland (Charles V. 
Shannon, Louis W. McKernan and 
Howell Purdue, of counsel, for the 
Federal Power Commission; Thomas 
A. Burke, Jr., Director of Law for the 
city of Cleveland; Robert E. May; 
Alexander W. Parker and Joseph M. 
Winston, Jr., Attorneys for city of 
Cleveland; A. F. O’Neil, Director of 
Law, and Clyde B. MacDonald, As- 
sistant Director of Law for the city 
of Akron, Attorneys for city of Ak- 
ron; Claude T. Reno, Attorney Gen- 
eral, of the state of Pennsylvania; 
Harry M. Showalter, Counsel, and 
Samuel Graff Miller, Assistant Coun- 
sel, Attorneys, for Pennsylvania Pub- 
lic Utility Commission, on brief), for 
respondents. 


PaRKER, C. J.: This is a petition 
by the Hope Natural Gas Company, 
hereafter referred to as “Hope,” to 
review an order of the Federal Power 
Commission under the provisions of 
§ 19(b) of the Natural Gas Act of 
June 21, 1938, 52 Stat 831, 15 USCA 
§717r(b). Hope, a subsidiary cor- 
poration of the Standard Oil Com- 
pany of New Jersey, was organized 
tnder the laws of West Virginia in 
the year 1898 and since that time has 
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been engaged in the production, trans- 
portation, and sale of natural gas. 
Eighty per cent of its sales are in in- 
terstate commerce and are subject to 
the jurisdiction of the Commission, 
but its interstate rates had not been 
regulated prior to this proceeding. In 
1938 the cities of Cleveland and Ak- 
ron, Ohio, filed complaints with the 
Commission alleging that the rates 
charged by Hope to the East Ohio 
Gas Company were unreasonable. 
The Pennsylvania Public Utility Com- 
mission filed complaints that the rates 
charged to the Peoples Natural Gas 
Company, the Fayette County Gas 
Company, and the Manufacturers 
Light and Heat Company were also 
unreasonable. The Commission then 
instituted an investigation, on its own 
motion, into the reasonableness of all 
of Hope’s interstate wholesale rates; 
and all of the proceedings relating to 
these rates were consolidated for hear- 
ing before the Commission. 

On May 26, 1942, in 44 PUR 
(NS) 1, the Commission filed its 
opinion, findings, and order holding 
that the rates charged since June 30, 
1939, were unreasonable and estab- 
lishing reduced rates for the future, 
the reduction ordered being approxi- 
mately 20 per cent in the rates charged 
the East Ohio Gas Company and the 
Peoples Natural Gas Company, both 
Standard Oil affiliates, to which by far 
the larger part of its sales were made. 
The rates to these companies were re- 
duced from 36.5 and 35.5 cents per 
thousand cubic feet to 29.5 and 28.5 
47 PUR(NS) 
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cents per thousand cubic feet respec- 
tively. Rates to the two other com- 
panies, Fayette and Manufacturers, 
representing a small volume of the to- 
tal sales, were reduced from 31.5 cents 
to 28.5 cents. 

The reductions in rates were or- 
dered on the basis of findings made 
as to the value of Hope’s property 
used in connection with its interstate 
business, the estimated operating ex- 
penses of the business and a rate of 
return upon investment of 6} per cent. 
Hope complains of the findings with 
respect to all of these matters but par- 
ticularly with respect to the valuation 
of the property adopted as the rate 
base. The valuation adopted by the 


Commission as the rate base was ar- 
rived at by taking the cost of the prop- 
erty as shown by the books of the 
company, corrected for bookkeeping 


errors but without allowance for price 
increases or consideration of capital 
items theretofore charged to expense, 
and deducting therefrom accrued de- 
preciation based upon the estimated 
useful life of the property employed 
without reference to evidence as to its 
present condition based upon tests and 
observation. This method was ap- 
plied to property taken over from oth- 
er companies as well as to property 
originally purchased by Hope. The 
corrected book cost of the property 
was found to be $51,957,416, and de- 
preciation was found to be $22,328,- 
016 as of December 31, 1940, leaving 
a net investment of $29,629,400. To 
this was added $1,392,021 for net 
capital additions up until the effective 
date of the order, $566,105 for use- 
ful unoperated acreage and $2,125,- 
000 for working capital. This gave 
a rate base of $33,712,526. 
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Hope introduced evidence to the ef. 
fect that prior to 1923 labor costs jp 
well drilling as well as the portion of 
the overhead expense of the company 
allocable thereto had been treated as 
expense in its bookkeeping entries, 
instead of being charged to capital ac. 
count; that these items were a legiti- 
mate part of the cost of the property 
and present expenditures of like char- 
acter were required to be so treated in 
the system of accounting prescribed 
by the Commission; that the items 
representing such expenditures prior 
to 1923 should be considered by the 
Commission as a part of the legiti- 
mate cost of the property notwith- 
standing they had been charged to ex- 
pense; and that, when they were so 
considered, the cost of the property 
was shown to be $69,735,000, instead 
of $51,957,416. 

It was shown that the property used 
by Hope in its interstate business had 
been constructed over a 40-year period 
during which there had been great 
fluctuations in prices and that prices 
at the time of hearing were at a far 
higher level than they were during the 
years preceding the first World War. 
The Public Utilities Commission of 
Ohio had found the reproduction cost 
new of the property, as of June 30, 
1937, to be $100,257,000 and its pres- 
ent value after depreciation to be $66, 
166,382.21 Hope introduced an esti- 
mate of cost of reproduction new 
amounting to $97,340,000 and a state- 
ment showing that the application of 
price trends to original cost would re- 
sult in a figure of $105,101,000. This 
price trend statement showed that for 

1East Ohio Gas Co. v. Cleveland (1939) 
27 PUR(NS) 387, 417. See also table 6 ap- 


pended to report of Commission in that case 
but not published in Pustrc Uriiitres REPORTS. 
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property placed in public service be- 
tween 1891 and 1916 at an original 
cost of $25,249,550 the price trends 
gave a figure of $52,451,675, whereas 
for property placed in service between 
1917 and 1938 at a cost of $45,303,- 
889 the trended value was only $53,- 
788,551. Hope contended that the 
allowance for depreciation should 
have been based on the actual condi- 
tion of the property as determined by 
observation with allowance for ob- 
solescence; and that the depreciation 
allowance resulting was 34.51 per 
cent. Applying this rate of deprecia- 
tion to the estimate of the cost of re- 
production new of its property, it ar- 
rived at a rate base as of December 
31, 1938, of $66,360,000. 

The Commission found that Hope’s 
estimates of reproduction cost and 
trended original cost were with- 
out probative value and disregarded 
them, as it did also Hope’s evidence as 
to the observed condition of the prop- 
erty. No consideration was given to 
the change in price levels which was 
shown by the estimates and which, 
even in their absence, might have been 
noticed as matters of general and com- 
mon knowledge. 

The vital questions in the case re- 
late to the determination of the rate 
base; and, in view of the low rate of 
return allowed and the consequent lack 
of margin to take care of error in the 
base, the rates allowed must be con- 
demned as unreasonable and confisca- 
tory because of the following errors 
with respect to the valuation of the 
property constituting the base: (1) 
the Commission did not find the pres- 
ent fair value of the property and took 
no account of the change of price lev- 
els in determining the rate base; (2) 
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The Commission ignored items of 
well-drilling costs and overhead, ag- 
gregating in excess of $17,000,000, 
which entered into the original cost of 
the property, basing this action on the 
fact that, under the system of account- 
ing that prevailed at the time, these 
items had been charged on the com- 
pany’s books to expense; and (3) the 
Commission ignored evidence as to 
the present condition of the property 
and computed accrued depreciation 
theoretically on the straight-line serv- 
ice-life method. We shall discuss 
these matters separately in the order 
named. 


Present Value 


[1-11] The report of the Commis- 
sion shows, not only that it gave no 
consideration to rise in price levels in 
determining the amount of the rate 
base, but also that it made no attempt 
to ascertain the present fair value of 
the property involved. It adopted as 
the rate base the original cost of the 
property as shown by the company’s 
books, adjusted to correct bookkeep- 
ing errors and depreciated as above 
indicated. It took the view that this 
depreciated book cost could properly 
be taken as the base without reference 
to whether it did or did not represent 
the present fair value of the property, 
saying: “With the decline in favor of 
‘fair value’ as the only mode of public 
utility rate regulation, its keystone, 
reproduction cost, crumbles. Bona 
fide investment figures now become all 
important in the regulation of rates.”’ 

Much is to be said in favor of the 
prudent investment theory of deter- 
mining the rate base. It is simple; it 
is expeditious ; and it avoids the neces- 
sity of resorting to unsatisfactory es- 
47 PUR(NS) 
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timates of the cost of reconstructing 
a system that no one would now re- 
construct. Where there has been no 
great change in price levels, it can be 
taken, subject to appropriate depreci- 
ation, as representing the present fair 
value of the property for rate-mak- 
ing purposes. And even where there 
have been changes in price levels, pru- 
dent investment cost can be thus tak- 
en, we think, if such basis has been 
established by legislative authority 
prior to the dedication of the property 
to public use or if statutory provision 
has been made for valuation of the 
property on the basis of fair present 
value and the use of prudent invest- 
ment cost in the future, and the prop- 
erty has been so valued. See Bauer 
& Gold, “Public Utility Valuation for 
Purposes of Rate Control’ (1934) 
pp. 424 et seq. In the absence of such 
legislation and valuation, however, 
such depreciated original cost cannot 
be taken as the rate base where there 
has been a change in the level of prices 
and the investment in the utility has 
been made while the “fair value’ the- 
ory was prevailing. As is well said in 
Bauer & Gold, supra, pp. 424, 425: 
“Tf the rights and obligations of fu- 
ture investors are exactly set forth, 
and if systematic provisions are made 
for enforcement, they would doubt- 
less be held subject to the conditions. 
If they furnish capital under a policy 
explicitly enunciated, they can have no 
grounds for claiming that they are de- 
prived of ‘due process.’ For all fu- 
ture dealing, legislatures are probably 
free to establish any policy that seems 
desirable from the public standpoint. 
They are probably not required to con- 
tinue the indefinite basis of dealing 
with all future investments merely be- 


cause no definite policies and stand- 
ards were established in the past. 

“The situation, however, is differ. 
ent with regard to properties con- 
structed, or installed in the past. As 
to these, the funds were contributed 
under the general law of the land, 
without exact limitations upon the re- 
turn. Except for the undefined rule 
that they were entitled to fair return 
on fair value, they were not placed 
under precise and systematic control. 
If prices increased after the date of 
investment, the companies have been 
entitled to have the advance recog- 
nized in new valuations. This right 
probably cannot be abrogated on 
grounds of public policy unless a prop- 
er equivalent is provided. While the 
right itself is vague and variable, it 
nevertheless exists and presumably 
cannot be modified except through re- 
placement by a definite substitute that 
is fair and reasonable.” 

And the same authors, in dealing 
with the method of establishing a 
fixed rate base “through outright 
adoption of investment as rate base, 
starting with existing book value of 
the properties on the basis of present 
accounting methods,” point out as an 
objection to it that fluctuation in 
prices may not be ignored. At pages 
432 and 433 they say: 

“Besides doubts as to reliability of 
present book figures, the proposal also 
raises the question as to how the shift 
in price level should now be treated in 
the light of fallen prices. Under the 
law of the land there is no doubt but 
that the public is entitled to have fair 
value determined according to present 
and prospective prices. If ‘fair value’ 
does not rest exclusively upon repro- 
duction cost levels, it certainly must be 
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determined nevertheless largely with 
consideration to the price changes that 
have taken place. Properties installed 
during the pre-1929 era back to about 
1914, would have to be repriced on 
the basis of the new level. Further- 
more, the public is entitled also to have 
considered the advances in technology 
which resulted in reduced unit cost 
of construction. These adjustments 
would be entirely ignored in outright 
adoption of book value as the starting 
point of a fixed rate base. 

“These are matters of important 
consideration in planning and estab- 
lishing the new policy of control. For 
the future, the purpose is, of course, 
to eliminate the factor of price fluctu- 
ations from consideration in the rate 
base. In the past, however, under 


present law, this has been the domi- 
nant element in valuation and prima- 


rily responsible for the unsatisfactory 
conditions of regulation. But if a 
fixed rate base ts to be established, the 
question should not be ignored as to 
how the price changes that have taken 
place should be provided for in the 
adoption of initial rate base.” (lItal- 
ics supplied. ) 

There is nothing in the Natural Gas 
Act which justifies the thought that 
Congress was providing therein for 
the exclusive use of the prudent in- 
vestment theory of property valuation. 
No “fixed rate base” as advocated by 
Bauer & Gold is referred to, and no 
provision is made for initial valuation 
of properties with addition of subse- 
quent investment costs as the base. On 
the contrary, the usual general provi- 
sion for “just and reasonable” rates 
is made in § 4(a) of the act, 15 
USCA § 717c(a); and, as we shall 
point out hereafter, it is well settled in 
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existing law that, to be considered 
“just and reasonable,” rates must be 
such as to yield a fair return upon the 
fair value of the property used in ren- 
dering the service. In § 6(a), 15 
USCA § 717e(a), provision is made 
for the Commission to ascertain the 
actual legitimate cost of the property 
and the depreciation therein, “and, 
when found necessary for rate-mak- 
ing purposes, other facts which bear 
on the determination of such cost or 
depreciation and the fair value of such 
property.” (Italics supplied.) 

The pertinent sections of the Nat- 
ural Gas Act, 52 Stat 821, 15 USCA 
§§ 717c(a), 717d(a), 717e(a) (b), 
are as follows: 

“Section 4. (a) All rates and 
charges made, demanded, or received 
by any natural-gas company for or in 
connection with the transportation or 
sale of natural gas subject to the ju- 
risdiction of the Commission, and all 
rules and regulations affecting or per- 
taining to such rates or charges, shall 
be just and reasonable, and any such 
rate or charge that is not just and rea- 
sonable is hereby declared to be un- 
lawful. ‘ 

“Section 5. (a) Whenever the Com- 
mission, after a hearing had upon its 
own motion or upon complaint of any 
state, municipality, state Commission, 
or gas distributing company, shall find 
that any rate, charge, or classification 
demanded, observed, charged, or col- 
lected by any natural-gas company in 
connection with any transportation or 
sale of natural gas, subject to the ju- 
risdiction of the Commission, or that 
any rule, regulation, practice, or con- 
tract affecting such rate, charge, or 
classification is unjust, unreasonable, 
unduly discriminatory, or preferen- 
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tial, the Commission shall determine 
the just and reasonable rate, charge, 
classification, rule, regulation, prac- 
tice, or contract to be thereafter ob- 
served and in force, and shall fix the 
same by order: Provided, however, 
That the Commission shall have no 
power to order any increase in any 
rate contained in the currently effec- 
tive schedule of such natural gas com- 
pany on file with the Commission, un- 
less such increase is in accordance 
with a new schedule filed by such nat- 
ural gas company; but the Commis- 
sion may order a decrease where ex- 
isting rates are unjust, unduly dis- 
criminatory, preferential, otherwise 


unlawful, or are not the lowest rea- 
sonable rates. ‘ 

“Section 6. (a) The Commission 
may investigate and ascertain the actu- 
al legitimate cost of the property of 


every natural-gas company, the depre- 
ciation therein, and, when found nec- 
essary for rate-making purposes, oth- 
er facts which bear on the determina- 
tion of such cost or depreciation and 
the fair value of such property. 

“(b) Every natural-gas company 
upon request shall file with the Com- 
mission an inventory of all or any 
part of its property and a statement of 
the original cost thereof, and shall 
keep the Commission informed re- 
garding the cost of all additions, bet- 
terments, extensions, and new con- 
struction.” 

It was clearly the intention of Con- 
gress that under these sections the 
Commission might investigate and as- 
certain cost and depreciation of prop- 
erties of natural gas companies, irre- 
spective of whether a rate inquiry was 
involved or not, and that, where rate 
making was involved, the investiga- 
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tion might extend to other facts which 
bear on cost or depreciation and the 
fair value of the property. Instead of 
prescribing a change in the method of 
determining the rate base, it is clear 
that the statute contemplates that the 
base should be determined in accord- 
ance with existing legal rules; and it 
is basic in these rules that the present 
fair value of the property be ascer- 
tained so that rates may be established 
which will afford a fair return upon 
fair value and so will not be confisca- 
tory in the constitutional sense. This 
we understand to be the construction 
given the act in the recent case of 
Federal Power Commission v. Nat- 
ural Gas Pipeline Co. (1942) 315 US 
575, 585, 586, 86 L ed 1037, 42 PUR 
(NS) 129, 62 S Ct 736, where the 
court, speaking through Mr. Chief 
Justice Stone, said: 

“By long-standing usage in the field 
of rate regulation, the ‘lowest reason- 
able rate’ is one which is not confisca- 
tory in the constitutional sense. Los 
Angeles Gas & E. Corp. v. California 
R. Commission, 289 US 287, 305, 
77 Led 1180, PUR1933C 229, 53 S 
Ct 637; California R. Commission 
v. Pacific Gas & E. Co. (1938) 302 
US 388, 394, 395, 82 L ed 319, 
21 PUR(NS) 480, 58 S Ct 334; 
Denver Union Stock Yard Co. v. 
United States (1938) 304 US 470, 
475, 82 L ed 1469, 24 PUR(NS) 155, 
58 S Ct 990. Assuming that there is 
a zone of reasonableness within which 
the Commission is free to fix a rate 
varying in amount and higher than a 
confiscatory rate, see Banton v. Belt 
Line R. Corp. 268 US 413, 422, 423, 
69 L ed 1020, PUR1926A 317, 45 
S Ct 534; Columbus Gas & Fuel Co. 
v..Ohio Pub. Utilities Commission 
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(1934) 292 US 398, 414, 78 L ed 
1327,4 PUR(NS) 152, 54 S Ct 763, 
01 ALR 1403; Denver Union Stock 
Yard Co. v. United States, supra, 304 
US at p. 483, the Commission is also 
free under § 5(a) to decrease any rate 
which is not the ‘lowest reasonable 
rate.’ 

“It follows that the Congressional 
standard prescribed by this statute co- 
incides with that of the Constitution, 
and that the courts are without author- 
ity under the statute to set aside as too 
low any ‘reasonable rate’ adopted by 
the Commission which is consistent 
with constitutional requirements. 

“The Constitution does not bind 
rate-making bodies to the service of 
any single formula or combination of 
formulas. Agencies to whom this 
legislative power has been delegated 
are free, within the ambit of their 


statutory authority, to make the prag- 
matic adjustments which may be called 


for by particular circumstances.” 
(Italics supplied. ) 

The conception that, not to be con- 
fiscatory, rates must yield a fair re- 
turn upon the present fair value of the 
property has long been well settled by 
Supreme Court decisions. Munn v. 
Illinois (1877) 94 US 113, 24 L ed 
77, established the principle that rates 
of public utilities were subject to reg- 
ulation by the state. Mr. Chief Jus- 
tice Waite who wrote the opinion in 
that case laid down the limitation, 
however, in Stone v. Farmers’ Loan 
& Trust Co. (1886) 116 US 307, 
331, 29 L ed 636, 6 S Ct 334, 388, 
1191, that the power could not be ex- 
ercised to confiscate the property in- 
vested in the utility, saying: “From 
what has thus been said, it is not to be 
inferred that this power of limitation 
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or regulation is itself without limit. 
This power to regulate is not a power 
to destroy, and limitation is not the 
equivalent of confiscation. Under pre- 
tense of regulating fares and freights, 
the state cannot require a railroad 
corporation to carry persons or prop- 
erty without reward; neither can it do 
that which in law amounts to a tak- 
ing of private property for public use 
without just compensation, or without 
due process of law.” Regulation of 
rates of public utilities differs from 
ordinary price fixing such as was in- 
volved in Nebbia v. New York (1934) 
291 US 502, 78 L ed 940, 2 PUR 
(NS) 337, 54 S Ct 505, 89 ALR 
1469, in that, in the case of a public 
utility, property has been dedicated to 
the use of the public and the state 
can require its continued operation, 
whereas in the case of ordinary prop- 
erty subject to price regulation the 
owner is not required to sell. By ded- 
icating his property to public use the 
owner impliedly consents to regulation 
of its rates by the state; but this con- 
sent is conditioned upon his property’s 
not being taken from him under the 
guise of regulation, i. e., that the rates 
fixed allow him a fair return upon its 
fair value. The rule is thus stated in 
the Minnesota Rate Cases (1913) 230 
US 352, 434, 57 L ed 1511, 33 S Ct 
729, 48 LRA(NS) 1151, Ann Cas 
1916A 18: 

“The basis of calculation is the ‘fair 
value of the property’ used for the 
convenience of the public. Smyth v. 
Ames (1898) 169 US 466, 42 L ed 
819, 18 S Ct 418. Or, as it was put 
in San Diego Land & Town Co. v. 
National City (1899) 174 US 739, 
757, 43 L ed 1154, 19 S Ct 804: 
‘What the company is entitled to de- 
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mand, in order that it may have just 
compensation, is a fair return upon 
the reasonable value of the property 
at the time it is being used for the 
public.’ ” 

In Los Angeles Gas & E. Corp. v. 
California R. Commission, 289 US 
287, 305, 77 L ed 1180, PUR1933C 
229, 240, 53 S Ct 637, cited with ap- 
proval by Mr. Chief Justice Stone in 
Federal Power Commission v. Natu- 
ral Gas Pipeline Co., supra, Mr. Chief 
Justice Hughes laid down the crite- 
rion in the following language: 

“As the property remains in the 
ownership of the complainant, the 
question is whether the complainant 
has been deprived of a fair return for 
the service rendered to the public in 
the use of the property. This court 
has repeatedly held that the basis of 
calculation is the fair value of the 
property, that is, that what the com- 
plainant is entitled to demand, in or- 
der that it may have ‘just compensa- 
tion,’ is ‘a fair return upon the rea- 
sonable value of the property at the 
time it 1s being used for the public. 
In determining that basis, the criteria 
at hand for ascertaining market value, 
or what is called exchange value, are 
not commonly available. The proper- 
ty is not ordinarily the subject of bar- 
ter and sale and, when rates them- 
selves are in dispute, earnings pro- 
duced by rates do not afford a stand- 
ard for decision. The value of the 
property, or rate base, must be deter- 
mined under these inescapable limita- 
tions. And mindful of its distinctive 
function in the enforcement of consti- 
tutional rights, the court has refused 
to be bound by any artificial rule or 
fermula which changed conditions 
might upset. We have said that the 


judicial ascertainment of value for the 
purpose of deciding whether rates are 
confiscatory ‘is not a matter of formu- 
las, but there must be a reasonable 
judgment having its basis in a proper 
consideration of all relevant facts,’ 
Minnesota Rate Cases (1913) 230 
US 352, 434, 57 L ed 1511, 33 S Ct 
729, 48 LRA(NS) 1151, Ann Cas 
1916A 18; Georgia R. & Power Co. 
v. Georgia R. Commission, 262 US 
625, 630, 67 L ed 1144, PUR1933)D 
1, 43 S Ct 680; Bluefield Water 
Works & Improv. Co. v. West Vir- 
ginia Pub. Service Commission, 262 
US 679, 690, 67 L ed 1176, PUR 
1923D 11,43 S Ct 675.” (Italics sup- 
plied. ) 

Under this rule, in the absence of 
some such statutory provision as in- 
dicated at the beginning of this dis- 
cussion, the determination of fair 
present value as the rate base is ines- 
capable if there is to be a “‘fair return 
upon fair value.” What has declined 
in favor is not, as the Commission 
thought, the “doctrine” of fair value, 
but the cumbersome and misleading 
reproduction cost theory as a means 
of determining it. Property has no 
value except present value. Past val- 
ue exists only in memeory or in his- 
tory, future value only in estimate or 
expectation. It is the property pres- 
ently existing which belongs to the 
utility and is used by the public. It is 
that property which is depreciated 
through use and which is gradually 
being sold through depreciation to the 
public. And it is the value of that 
property as used which must be con- 
sidered in fixing rates that will reim- 
burse the company for its partial sale 
through use and provide an adequate 
return upon investment. If a piece of 
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property which cost $10,000 original- 
ly but can only be replaced at a cost 
of $20,000, and is worth $20,000 to 
the company in carrying on its busi- 
ness, be treated as being worth only 
$10,000 for the, purpose of deprecia- 
tion and return, the company is de- 
prived of property by the rate in ex- 
actly the same way as a merchant who 
is required to sell for $5 a pair of $10 
shoes. It must not be forgotten that 
it is the property owned by the utility, 
and not the cash invested by stock- 
holders in its stock, that is devoted 
to public use; that this property is 
worn out in furnishing the service 
which the public receives and which 
the utility is bound to render ; and that, 
unless the utility receives a rate suf- 
ficient to make necessary replacements 
at current prices with a fair return up- 
on the present fair value of its invest- 
ment, its property is being taken from 
it and given to its customers. 

The task of arriving at fair present 
value is a difficult one and necessarily 
involves exercise of judgment of a 
high order. The problem is easily 
oversimplified by those seeking to 
maintain a thesis. In times of falling 
prices, those representing the utilities 
emphasize the importance of original 
investment cost, while those seeking 
lower rates point out the folly of fix- 
ing rates on the basis of a value which 
no longer exists and demand that re- 
production costs be taken as the cri- 
terion. In periods of rising prices, 
the position of the advocates is re- 
versed. To fix value on original in- 
vestment cost without reference to 
change in price levels may easily lead 
to absurdly high or low valuations, 
with an undue burden on the public in 
the case of falling prices and with 
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such confiscation of the property of 
the utility in the case of rising prices 
as may result in its ruin. It is idle to 
argue that the utility should not com- 
plain if it recoups through its rates 
the original investment in its equip- 
ment. The law requires that the busi- 
ness of the utility go on. Its equip- 
ment must be replaced as it is worn 
out. And, if the rates allowed are not 
sufficient to make replacements at cur- 
rent prices, bankruptcy is inevitable. 
On the other hand, estimates of repro- 
duction cost do not provide a satisfac- 
tory method of arriving at value. 
Aside from the temptation of expert 
witnesses to overestimate costs in a 
theoretical reproduction, the fact is 
that nobody could or would build the 
utility again as it has grown up 
through the years. While reproduc- 
tion cost may be considered, there- 
fore, it is not ordinarily, standing 
alone, a fair criterion of valuation. 

The duty of the Commission to de- 
termine the present fair value of the 
property and to give consideration to 
all factors entering into that value is 
thus stated by Mr. Chief Justice 
Hughes in the case of Los Angeles 
Gas & E. Co. v. California R. Com- 
mission, supra, 289 US at p. 306, 
PUR1923C at pp. 240-242. 

“The actual cost of the property— 
the investment the owners have made 
—is a relevant fact. Smyth v. Ames, 
supra, 169 US at p. 547. But while 
cost must be considered, the court has 
held that it is not an exclusive or final 
test. The public have not under- 
written the investment. The prop- 
erty, on any admissible standard of 
present value, may be worth more or 
less than it actually cost. The time 
and circumstances of the outlay, and 
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the effect of altered conditions de- 
mand consideration. Even when cost 
is revised so as to reflect what may 
be deemed to have been invested pru- 
dently and in good faith, the invest- 
ment may embrace property no longer 
used and useful for the public. This 
is strikingly illustrated in the present 
case, where the company has a large 
gas manufacturing plant which, in 
view of the supply of natural gas, has 
not been used for several years and 
is not likely to be used for many years 
to come, if at all. But no one would 
question that the reasonable cost of an 
efficient public utility system ‘is good 
evidence of its value at the time of 
construction.” We have said that 


‘such actual cost will continue fairly 
well to measure the amount to be at- 
tributed to the physical elements of 
the property so long as there is no 


change in the level of applicable 
prices’. McCardle v. Indianapolis 
Water Co. 272 US 400, 411, 71 L ed 
316, PUR 1927A 15, 47 S Ct 144. 
And when such a change in the price 
level has occurred, actual experience 
in the construction and developement 
of the property, especially experience 
in a recent period, may be an im- 
portant check upon extravagant esti- 
mates. 

“This court has further declared 
that, in order to determine present 
value, the cost of reproducing the 
property is a relevant fact which 
should have appropriate considera- 
tion. Missouri ex rel. Southwestern 
Bell Teleph. Co. v. Public Service 
Commission, 262 US 276, 287, 288, 
67 L ed 981, PUR 1923C 193, 43 S 
Ct 544, 31 ALR 807; Bluefield 
Water Works & Improv. Co. v. West 
Virginia Pub. Service Commission, 
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supra; Standard Oil Co. v. Southern 
P. Co. (1925) 268 US 146, 156, 
69 L ed 890, 45 S Ct 465; McCardle 
v. Indianapolis Water Co. supra. In 
Missouri ex rel. Southwestern Bell 
Teleph. Co. v. Public Service Com- 
mission, supra, PUR1923C at p. 199, 
this court said that ‘it is impossible 
to ascertain what will amount to a 
fair return upon properties devoted to 
public service without giving con- 
sideration to the cost of labor, sup- 
plies, etc., at the time the investigation 
is made. An honest and intelligent 
forecast of probable future values, 
made upon a view of all the relevant 
circumstances, is essential. If the 
highly important element of present 
costs is wholly disregarded such a 
forecast becomes impossible.’ See St. 
Louis & O’Fallon R. Co. v. United 
States, 279 US 461, 485, 73 L ed 
798, PUR 1929C 161, 49 S Ct 384. 
But again the court has not decided 
that the cost of reproduction furnishes 
an exclusive test. See Smyth v. 
Ames, supra; Minnesota Rate Cases, 
supra; Georgia R. & Power Co. v. 
Georgia R. Commission, supra. We 
have emphasized the danger in rest- 
ing conclusions upon estimates of a 
conjectural character. We said, in 
Minnesota Rate Cases, supra, 230 US 
at p. 452: ‘The cost-of-reproduction 
method is of service in ascertaining 
the present value of the plant, when it 
is reasonably applied and when the 
cost of reproducing the property may 
be ascertained with a proper degree of 
certainty. But it does not justify 
the acceptance of results which depend 
upon mere conjecture. It is funda- 
mental that the judicial power to de- 
clare legislative action invalid upon 
constitutional grounds .is to be exer- 
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cised only in clear cases. The consti- 
tutional invalidity must be manifest 
and if it rests upon disputed questions 
of fact, the invalidating facts must be 
proved. And this is true of asserted 
value as of other facts.’ The weight 
to be given to actual cost, to historical 
cost, and to cost of reproduction new, 
is to be determined in the light of the 
facts of the particular case. Mc- 
Cardle v. Indianapolis Water Co. 
supra.” 

In the pending case, original invest- 
ment cost cannot be taken alone as a 
measure of the present fair value of 
the property because of the great 
changes in the prices of labor and 
materials which have occurred over 
the more than forty years during 
which the investments in the property 
have been made. These changes are 
matters of general and common 


knowledge and are shown by many 
publications, statistical reports and 


other documents readily available. 
That such changes have occurred is 
shown also by the evidence offered be- 
fore the Commission. It is true that 
the statements of reproduction cost 
and trended original cost fail to allow 
for the increased productivity of labor 
and fail to take account of other per- 
tinent factors; and the Commission, 
we think, was justified in refusing to 
accept the conclusions therein con- 
tained. But this does not mean that 
the Commission could ignore the 
change in price levels which was clear- 
ly established and was matter of gen- 
eral and common knowledge other- 
wise. The Commission’s staff pre- 
pared statements showing that the 
conclusions of Hope’s reproduction 
cost and trended cost statements 
should not be accepted. They could 
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doubtless have furnished estimates as 
to the proper effect to be accorded 
price trends in the correct valuation 
of the property. At all events, the 
Commission should have given con- 
sideration to the matter; and, if of 
opinion that investment cost was a 
true measure of the present value of 
the property notwithstanding increase 
in prices, it should have found this as 
a fact. It could not absolutely ignore 
the fact of increased price levels in de- 
termination of present fair value. 
This is clearly laid down by Mr. Chief 
Justice Hughes in Los Angeles Gas 
& E. Co. v. California R. Commis- 
sion, supra, and is firmly established 
by repeated decisions of the Supreme 
Court. 

In the recent case of McCart v. 
Indianapolis Water Co. (1938) 302 
US 419, 82 L ed 336, 21 PUR(NS) 
465, 58 S Ct 324, the Supreme Court 
affirmed a holding of the circuit court 
of appeals [89 F(2d) 522, 18 PUR 
(NS) 279] that a decision of a dis- 
trict court should be reversed and the 
case remanded for a redetermination 
of value because of an upward trend 
in prices of which the circuit court of 
appeals took judicial notice and which 
the district court had not taken into 
account. [See 13 F Supp 110, 12 
PUR(NS) 478.] 

In West v. Chesapeake & P. 
Teleph. Co. (1935) 295 US 662, 79 
L ed 1640, 8 PUR(NS) 433, 438, 55 
S Ct 894, the Supreme Court, in con- 
demning the use of certain price trend 
indices in connection with cost as 
establishing present value, said: 

“The established principle is that 
as the due process clauses (Amend- 
ments V and XIV) safeguard private 
property against a taking for pub- 
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lic use without just compensation, 
neither nation nor state may require 
the use of privately owned property 
without just compensation. When 
the property itself is taken by the ex- 
ertion of the power of eminent 
domain, just compensation is its value 
at the time of the taking. So, where 
by legislation prescribing rates or 
charges the use of the property is 
taken, just compensation assured by 
these constitutional provisions is a 
reasonable rate of return upon that 
value. To an extent value must be 
a matter of sound judgment, involv- 
ing fact data. To substitute for such 
factors as historical cost and cost of 
reproduction, a ‘translator’ of dollar 
value obtained by the use of price 
trend indices, serves only to confuse 
the problem and to increase its diff- 
culty, and may well lead to results 


anything but accurate and fair. This 
is not to suggest that price trends are 
to be disregarded; quite the contrary 


it true. And evidence of such trends 
is to be considered with all other rel- 
evant factors. St. Louis & O’Fallon 
R. Co. v. United States, supra; 
Clark’s Ferry Bridge Co. v. Pennsyl- 
vania Pub. Service Commission 
(1934) 291 US 227, 236, 78 L ed 
767, 2 PUR(NS) 225, 54 S Ct 427.” 
(Italics supplied. ) 

In that case, the district court, de- 
parting from the method employed 
by the Maryland Commission, adopt- 
ed as the rate base cost less deprecia- 
tion reserve. This method the court 
likewise condemned, saying: 

“The opinion in essence consists of 
the conclusion, that, all the circum- 
stances considered, it will be fair to 
appraise the property at cost less de- 
preciation reserve. This rough and 
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ready approximation of value is as 
arbitrary as that of the Commission, 
for it is unsupported by findings based 
upon evidence.” (8 PUR(NS) at p. 
443.) 

In McCardle v. Indianapolis Wa- 
ter Co. 272 US 400, 411, 71 L ed 
316, PUR 1927A 15, 24, 47 S ct 
144, the court in condemning a valua- 
tion which did not take account of a 
change in the level of prices, said: 

“Undoubtedly, the reasonable cost 
of a system of waterworks, well- 
planned and efficient for the public 
service, is good evidence of its value 
at the time of construction. And such 
actual cost will continue fairly well 
to measure the amount to be attributed 
to the physical elements of the prop- 
erty so long as there is no change in 
the level of applicable prices. And, 
as indicated by the report of the Com- 
mission, it is true that, if the tendency 
or trend of prices is not definitely up- 
ward or downward and it does not 
appear probable that there will be a 
substantial change of prices, then the 
present value of lands plus the present 
cost of constructing the plant, less 
depreciation, if any, is a fair measure 
of the value of the physical elements 
of the property. The validity of the 
rates in question depends on property 
value January 1, 1924, and for a 
reasonable time following. While the 
values of such properties do not vary 
with frequent minor fluctuations in 
the prices of material and labor re- 
quired to produce them, they are af- 
fected by and generally follow the 
relatively permanent levels and trends 
of such prices.” 

In Missouri ex rel. Southwestern 
Bell Teleph. Co. v. Public Service 
Commission, 262 US 276, 287, 67 
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L ed 981, PUR1923C 193, 198, 43 
S Ct 544, 31 ALR 807, the court 
said : 

“Obviously, the Commission un- 
dertook to value the property without 
according any weight to the greatly 
enhanced costs of material, labor, sup- 
plies, etc., over those prevailing in 
1913, 1914, and 1916. As a matter 
of common knowledge, these increases 
were large. Competent witnesses 
estimated them as 45 to 50 per 
centum. A 

“Tt is impossible to ascertain what 
will amount to a fair return upon 
properties devoted to public service 
without giving consideration to the 
cost of labor, supplies, etc., at the time 
the investigation is made. An honest 
and intelligent forecast of probable 
future values made upan a view of all 
the relevant circumstances, is essen- 
tial. If the highly important element 
of present costs is wholly disregarded 
such a forecast becomes impossible. 
Estimates for tomorrow cannot ig- 
nore prices of today.” 

In Bluefield Water Works & Im- 
prov. Co. v. West Virginia Pub. 
Service Commission, 262 US 679, 
689, 67 L ed 1176, PUR 1923D 11, 
17, 43 S Ct 675, the court said: 

“The record clearly shows that the 
Commission in arriving at its final 
figure did not accord proper, if any, 
weight to the greately enhanced costs 
of construction in 1920 over those 
prevailing about 1915 and before the 
war, as established by uncontradicted 
evidence; and the company’s detailed 
estimated cost of reproduction new, 
less depreciation, at 1920 prices, ap- 
pears to have been wholly disregarded. 
This was erroneous.”’ See also Dris- 


coll v. Edison Light & P. Co. (1939) 
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307 US 104, 118, 119, 83 L ed 1134, 
28 PUR(NS) 65, 59 S Ct 715. 

The case of California R. Commis- 
sion v. Pacific Gas & E. Co. (1938) 
302 US 388, 82 L ed 319, 21 PUR 
(NS) 480, 58 S Ct 334, is not to the 
contrary; for it appears in that case 
that the Commission there received 
and considered evidence of cost of re- 
production and other evidence bear- 
ing upon the value of the property. 
Here no consideration whatever was 
given to change in price levels and its 
effect on value, and investment cost 
less depreciation is frankly taken as 
the rate base without any pretense 
that it represents value. As stated 
above, we find no fault in the action 
of the Commission in rejecting the 
estimates of reproduction cost and 
trended value ; and we have considered 
whether we might not sustain the rate 
base on the theory that, upon the re- 
jection of these estimates, the only 
evidence of value before the Commis- 
sion was the evidence of investment 
cost. This, however, would be to 
close our eyes to the rise in price 
levels which are so great and far- 
reaching that we must take judicial 
notice of them, and which are shown 
by the evidence to that effect included 
in the estimates. It would be to close 
our eyes also to the fact that the Com- 
mission has proceeded upon an erro- 
neous theory of law in arriving at the 
rate base. 

And there is nothing to the con- 
trary in Federal Power Commission 
v. Natural Gas Pipeline Co. (1942) 
315 US 575, 86 L ed 1037, 42 PUR 
(NS) 129, 62 S Ct 736. It is true 
that in that case the court said that 
the Constitution “does not bind rate- 
making bodies to the service of any 
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single formula or combination of 
formulas” ; but substantially the same 
thing had been said long before in 
the Minnesota Rate Cases, supra, 230 
US at p. 434. It had been repeated 
by Mr. Chief Justice Hughes in the 
opinion in Los Angeles Gas & E. Co. 
v. California R. Commission, supra, 
and appears in the opinions in a num- 
ber of other cases. The concurring 
opinion does interpret the opinion of 
the court as holding that the Commis- 
sion may now adopt prudent invest- 
ment as a rate base and reject all other 
formulas. We think, however, in 
view of the expression in the majority 
opinion quoted above, to the effect 
that the rate must be one which is not 
confiscatory, that, in judging whether 
the rate is confiscatory or not, histori- 
cal cost under the prudent investment 
theory can be adopted as the rate base 
without reference to other matters af- 
fecting value only where it can reason- 
ably be found to represent present 
fair value. Rate-making bodies may 
make pragmatic adjustments ‘within 
the ambit of their statutory author- 
ity,” but the ambit of their authority 
does not extend to action which is 
confiscatory in character. Original cost 
or historical cost as shown by the books 
is evidence of value in all cases and can 
be adopted as representing present 
fair value where under all the cir- 
cumstances of the case it is not un- 
reasonable to do so. But, in the light 
of the cases cited above, it is unreason- 
able to adopt it as representing such 
value when, as in the case at bar, there 
has been a great change in price levels. 

To sum up on this branch of the 
case: The Natural Gas Act makes no 
provision for a “fixed rate base” or 
the exclusive use of prudent invest- 
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ment in detérmining the base. Not to 
be confiscatory, rates must allow a 
fair return upon the present fair value 
of the property. To determine this 
fair return upon present fair value, 
the Commission must find what the 
present fair value of the property is. 
The Commission is not confined to 
any one formula or group of formulas 
in determining present fair value, but 
must determine it in the light of all 
the circumstances of the case. Pru- 
dent investment cost with proper al- 
lowance for depreciation may in some 
cases provide, without consideration 
of anything else, a proper measure of 
present fair value, but not where fol- 
lowing investment there has been a 
decided change in price levels. Sucha 
change in price levels is shown by the 
evidence in this case and besides is 
a matter of such general and common 
knowledge that the court must take 
judicial notice of it. The adoption 
by the Commission of investment cost 
less depreciation as the rate base, 
therefore, is arbitrary and unreason- 
able, does not conform to statutory 
requirements and is violative of the 
due process clause of the Fifth 
Amendment to the Constitution. 


Exclusion of Well-drilling Costs 


[12-14] Prior to 1923 Hope and 
the companies from which it acquired 
properties charged on their books to 
expense the labor cost directly in- 
volved in drilling new wells and the 
portion of overhead expense properly 
allocable thereto. The items so 
charged amounted to approximately 
$17,000,000, which, of course, does 
not take account of depreciation or 
depletion. Under the system of uni- 
form accounts now prescribed by the 
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Commission, such items are charged, 
as they should be, to capital invest- 
ment; and such items since 1923 have 
been so charged by Hope because of 
a requirement to that effect in the 
West Virginia law. In _ valuing 
Hope’s property, however, the Com- 
mission refused to consider in the 
valuation these items aggregating 
$17,000,000 (reduced by depletion 
and depreciation to around $4,000,- 
000), because they had originally been 
charged on the books to expense, al- 
though they clearly represented in- 
vestment in existing property. 

If present fair value be taken as 
the criterion in determining the rate 
base, in accordance with our holding 
as to the legal and constitutional re- 
quirements in the premises, there can 
be no question but that the present 
fair value of these wells and _ all 
elements that have entered into that 
value must be given consideration, 
whatever be the method of accounting 
that Hope may have followed in en- 
tering the investment on its books. 
And, even if the prudent investment 
theory be adopted for determining the 
rate base, we see no valid reason for 
excluding these items from the invest- 
ment. The wells are existing prop- 
erty used by the utility in its service to 
the public. The items entered into 
their cost just as truly as if they had 
been charged to capital account. No 
question is raised as to the investment 
being prudent; and the method of ac- 
counting employed with respect to the 
items cannot change the fact that they 
represent investment by the company 
in property which it uses in rendering 
the service for which rates are pre- 
scribed. “Original cost,” says Mr. 
Justice Brandeis in a note to his cele- 
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brated dissenting opinion in Missouri 
ex rel. Southwestern Bell Teleph. Co. 
v. Public Service Commission, 262 
US 276, 295, 67 L ed 981, PUR 1923 
C 193, 205, 43 S Ct 544, 31 ALR 
807, “is the amount actually paid to 
establish the utility.’ In this note, 
which shows very clearly that under 
the prudent investment theory, his- 
torical cost, which is prudent invest- 
ment, must take account of what the 
property would have cost on the basis 
of what normally should have been 
paid for it. He says: 

“Original cost is the amount ac- 
tually paid to establish the utility. 
The amount is ascertained, where 
possible, by inspection of books and 
vouchers, and by other direct evi- 
dence. If this class of evidence is 
not complete, it may be necessary to 
supplement it by evidence as to what 
was probably paid for some items, by 
showing prices prevailing for work 
and materials at the time the same 
were supplied. But the evidence of 
these prices is merely circumstantial, 
or corroborative, evidence of the 
amount actually paid. In determin- 
ing actual cost, whatever the evidence, 
there is no attempt to determine 
whether the expenditure was wise or 
foolish, or whether it was useful or 
wasteful. Historical cost, on the 
other hand, is the amount which 
normally should have been paid for 
all the property which is usefully de- 
voted to the public service. It is, in 
effect, what is termed the prudent in- 
vestment. In enterprises efficiently 
launched and developed, historical 
cost and original cost would practical- 
ly coincide both in items included and 
in amounts paid. That is, the subjects 
of expenditure would coincide; and 
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the cost at prices prevailing at the 
time of installation would substantial- 
ly coincide with the actual cost.” 
The question arose before the In- 
terstate Commerce Commission in 
connection with\the valuation of the 
New York, Philadelphia & N. R. Co. 
(1925) 97 Inters. Com. Rep. 273, 
279, where the Commission said: 
“The question to be determined is 
whether the voluntary act of the car- 
rier in charging only a portion of the 
cost of road and equipment to its in- 
vestment account estops it from there- 
after claiming as investment the ad- 
ditional cost not charged out properly 
in the first instance. Under the man- 
date of the statute we are required to 
find the value of the property of the 
carrier. The investment account, 
when properly stated, constitutes evi- 
dence of value to which consideration 
In this case the in- 


must be given. 
vestment in property being devoted 
to carrier purposes on valuation date 
is incompletely stated in that costs 


incurred therefor were entered as 
charges to income. If our present 
system of accounting had been in 
force when the entries were made the 
investment account would have in- 
cluded the amount here claimed as 
proper. 

“In previous cases instances have 
been found where the investment ac- 
count has been incorrectly kept, capi- 
tal expenditures being recorded in op- 
erating expenses or as charges to in- 
come. In order to obtain an accurate 
statement of investment it has been 
necessary in such instances to recon- 
struct the accounts. Here the carrier 
has presented evidence of costs that 
have not been included in our restated 
investment figure, although the prop- 
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erty was found in ownership and use 
on date of valuation, was inventoried 
and is included in our estimates of 
cost of reproduction new and less 
depreciation. The evidence is per- 
suasive that the investment figure 
should be increased by the amount of 
$733,846.13 and our tentative report 
will be revised accordingly.” 

It is argued that the items charged 
to expense entered into the rates paid 
by the customers of the company, and 
that the company may not treat as 
capital investment the expenditures 
for property thus paid for by its 
customers. The answer, of course, 
is that the customers paid for gas, not 
for the construction of wells, and that 
neither the cost of the wells nor the 
company’s ownership thereof is af- 
fected by the fact that it may have 
paid for them with the proceeds of 
rates that were unreasonably high. A 
very similiar question was before the 
Supreme Court in Public Utility 
Comrs. v. New York Teleph. Co. 271 
US 23, 70 L ed 808, PUR1926C 
740, 744-746, 46 S Ct 363. In that 
case the company had charged to an- 
nual expense an excessive amount for 
depreciation, which is not different 
in principle from charging items to 
expense that should be charged to 
capital, since in both cases charge to 
expense is increased and the charge to 
capital account decreased by the er- 
ror. In denying a contention that 
the depreciation reserve thus accumu- 
lated, which had been invested in the 
business, should be used to make up a 
deficiency in any year when earnings 
should be less than a reasonable re- 
turn, the court said: 

“Constitutional protection against 
confiscation does not depend on the 
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source of the money used to purchase 
the property. It is enough that it is 
used to render the service. San Joa- 
quin & K. River Canal & Irrig. Co. v. 
Stanislaus County (1914) 233 US 
454, 459, 58 Led 1041, 34 S Ct 652; 
Cedar Rapids Gas Light Co. v. Cedar 
Rapids (1909) 144 Iowa 426, 434, 
120 NW 966, 48 LRA(NS) 1025, 
affirmed (1912) 223 US 655, 56 L 
ed 594, 32 S Ct 389; Consolidated 
Gas Co. v. New York (1907) 157 
Fed 849, 858, affirmed (1909) 212 
US 19, 53 L ed 382, 29 S Ct 192, 48 
LRA(NS) 1134, 15 Ann Cas 1034; 
Ames v. Union P. R. Co. (1894) 
64 Fed 165, 176. The customers are 
entitled to demand service and the 
company must comply. The company 
is entitled to just compensation and, to 
have the service, the customers must 
pay for it. The relation ‘between the 
company and its customers is not that 
of partners, agent and principal, or 
trustee and beneficiary. Cf. Fall 
River Gas Works v. Gas & E. L. 
Comrs. (1913) 214 Mass. 529, 538, 
102 NE 475. The revenue paid by 
the customers for service belongs to 
the company. The amount, if any, 
remaining after paying taxes and op- 
erating expenses, including the ex- 
pense of depreciation, is the com- 
pany’s compensation for the use of 
its property. If there is no return, 
or if the amount is less than a rea- 
sonable return, the company must 
bear the loss. Past losses cannot be 
used to enhance the value of the 
property or to support a claim that 
rates for the future are confiscatory. 
Galveston Electric Co. v. Galveston, 
258 US 388, 395, 66 L ed 678, 
PUR1922D 159, 42 S Ct 351; Geor- 
gia R. & Power Co. v. Georgia R. 


Commission, 262 US 625, 632, 67 
L ed 1144, PUR 1923D 1, 43 S Ct 
680. And the law does not require 
the company to give up for the benefit 
of future subscribers any part of its 
accumulations from past operations. 
Profits of the past cannot be used to 
sustain confiscatory rates for the 
future. Newton v. Consolidated 
Gas Co. 258 US 165, 175, 66 L ed 
538, PUR 1922B 752, 42 S Ct 264; 
Galveston Electric Co. v. Galveston, 
supra, 396; Monroe Gas Light & 
Fuel Co. v. Michigan Pub. Utilities 
Commission, 292 Fed 139, 147, PUR 
1923E 661; Minneapolis v. Rand, 
(1923) 285 Fed 818, 823; Georgia 
R. & Power Co. v. Georgia R. Com- 
mission, 278 Fed 242, 247, PUR 
1922C 744, affirmed 262 US 625, 
supra; Chicago R. Co. v. Illinois 
Commerce Commission, 277 Fed 970, 
980, PUR 1922C 282; Garden City 
v. Garden City Teleph, Light & Mfg. 
Co. 236 Fed 693, 696, PUR 1917B 
779, 150 CCA 25. 

“Customers pay for service, not 
for the property used to render it. 
Their payments are not contributions 
to depreciation or other operating ex- 
penses, or to capital of the company. 
By paying bills for service they do 
not acquire any interest, legal or equi- 
table, in the property used for their 
convenience or in the funds of the 
company. Property paid for out of 
moneys received for service belongs 
to the company, just as does that pur- 
chased out of proceeds of its bonds 
and stock.” 

See also Smith v. Illinois Bell 
Teleph. Co. 282 US 133, 158, 75 L ed 
255, PUR 1931A 1, 51 S Ct 65, and 
Lindheimer v. Illinois Bell Teleph. 
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Co. (1934) 292 US 151, 78 L ed 
1182, 3 PUR(NS) 337, 54 S Ct 658. 

A question arises as to whether 
the decision in the Public Utility 
Comrs. v. New York Teleph. Co. 
supra, is not in conflict with what was 
said in Railroad Commission v. Cum- 
berland Teleph. & Teleg. Co. (1909) 
212 US 414, 53 L ed 577, 29S Ct 357, 
quoted from and relied on in the brief 
of the Commission. If there were 
such conflict, it would be our duty to 
follow the decision in the New York 
Telephone Case, supra, as it is the 
latest expression of the Supreme 
Court on the matter. But rightly 
understood, there is no conflict in the 
decisions. In the Cumberland Case, 
supra, 212 US at p. 426, the court 
said: “We are not considering a case 
where there are surplus earnings af- 
ter providing for a depreciation fund, 
and the surplus is invested in ex- 
tensions and additions.” 

We have considered the cases of 
which Natural Gas Co. v. Public Serv- 
ice Commission, 95 W Va 557, PUR 
1924D 346, 121 SE 716, may be taken 
as typical, to the effect that, when a 
company has had its rates fixed by a 
Public Service Commission on the 
basis that certain items represent ex- 
pense of doing business, it may not 
thereafter treat the same items as 
representing capital investment. 
Without questioning the soundness of 
these decisions, we think that they 
have no application here. This is the 
first proceeding for fixing the inter- 
state rates of the company. A pro- 
ceeding in West Virginia in the year 
1921 fixed intrastate rates; but these 
related to the comparatively small 
portion of the company’s business 
done in West Virginia and had no 
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relation to interstate sales. It does 
not appear, moreover, to what extent, 
if any, the well-drilling costs here 
under consideration were relied upon 
as expense of operation in the fixing 
of those rates, or that the rates 
charged were higher than they would 
have been if the costs had been 
charged to capital and the deprecia- 
tion thereon charged to expense. It 
is suggested that the local rates of 
the East Ohio Gas Co. were based 
upon the interstate charges of Hope; 
but there were no proceedings before 
a utility Commission for fixing those 
rates prior to the time that Hope 
ceased charging the well-drilling items 
to expense, and it does not appear to 
what extent, if any, the rates of East 
Ohio as fixed by municipal ordinances 
and court proceedings were affected 
by Hope’s expensing of these items. 

It should be kept in mind that what 
the Commission must determine is the 
value of the company’s property, 
whether the method used be the pru- 
dent investment method or some 
other. If the property were being 
condemned, no one would suggest 
that items which went into the cost 
of producing it should not be con- 
sidered as a part of its cost, whatever 
method of accounting it had em- 
ployed. If it were being sold on the 
basis of cost, no court would exclude 
such items from consideration. And 
there is as little ground for excluding 
them from consideration in a pro- 
ceeding like this, where value is being 
determined as a basis for rates which 
must compensate the company for the 
gradual sale of its property through 
use as well as provide a return upon its 
investment. Certainly if the company 
had charged to capital’ investment 
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items which should have been charged 
to expense, there would be no excuse 
for not eliminating them in the valua- 
tion of the property; and there is as 
little excuse for not considering as 
capital investment items erroneously 
charged to expense. Bookkeeping 
which does not reflect realities must 
not be allowed to obscure the real 
nature of the inquiry. 


Depreciation 


[15,16] It is elementary that, 
whatever method be adopted for ar- 
riving at the valuation of the prop- 
erty, account must be taken of accrued 
depreciation. The Commission com- 
puted accrued depreciation by apply- 
ing the straight-line  service-life 
method to its properties, i. e., by find- 
ing a rate of depreciatiqgn based on 
the average service life of property, 


multiplying this by the years the prop- 
erty had been in use, and applying 
this percentage to the book cost of 


the property. The unit of produc- 
tion method was applied to “plant 
costs associated with gas supply.’ 
Hope offered evidence of the present 
condition of the property, but this 
was condemned by the Commission 
as unreliable, and no consideration 
was given to present condition, other 
than that arrived at by applying the 
straight-line service-life formula as 
the measure of depreciation. 

Hope contends that the application 
of the Commission’s formula to book 
cost results in consequences which are 
inequitable and absurd in the light 
of existing facts. Thus, it points out 


that its well equipment having a book 
cost at the end of 1938 of $7,610,510 
was depreciated to $3,222,807, or 42.4 
per cent of its cost, whereas the sal- 
vage value of such equipment over 
the past 10-year period has been 65.2 
per cent. Field line equipment having 
a book cost of $7,934,169 was de- 
preciated to $4,088,602, or 51.5 per 
cent although the gross salvage value 
of such material has been 56.7 per 
cent. Counsel for the Commission 
challenge the use of the term “salvage 
value” in connection with this prop- 
erty; but, without going into this con- 
troversey, it is sufficient to say that 
the Commission’s method results in a 
depreciated value which is less than 
that which the company has accorded 
similar property under its system of 
accounting when removed from its 
wells or lines and held for further use. 
Other instances of absurd and in- 
equitable consequences resulting from 
the application of the Commission’s 
formula to book cost are called to our 
attention; but it is unnecessary to go 
into them here. 

Many of the consequences com- 
plained of will be eliminated when the 
present value of the property is con- 
sidered in the light of changed price 
levels and the depreciation percentage 
is applied to the higher valuations re- 
sulting. We think, however, that the 
Commission may not close its eyes to 
the actual present condition of the 
property in determining present value 
and compute depreciation on the basis 
of mere formulas, as it has done in 
this case. The formulas which it has 





2 Hope complains also that, in the case of 
property acquired from other companies which 
had been taken over by Hope, the Commission 
deducted the depreciation reserve of those com- 
panies from book cost, even though it exceed- 
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ed straight-line service-life depreciation ac- 
crued at the time. In the view that we take 
of the broader question, however, it is not 
necssary to go into this. 
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used are undoubtedly important mat- 
ters for it to take into consideration; 
but its duty, under the law, is to de- 
termine the present fair value of the 
property, and this cannot be done 
without consideration being given to 
its actual physical condition. The 
point was directly involved in Mc- 
Cardle v. Indianapolis Water Co. 272 
US 400, 411, 416, 71 L ed 316, PUR 
1927A, 15, 29, 47 S Ct 144. In that 
case deduction for depreciation based 
on the sort of formulas used here 
without consideration of the actual 
condition of the property was disap- 
proved by the Supreme Court, the 
court saying: 

“There is deducted approximately 
25 per cent of estimated cost new to 
cover accrued depreciation. The de- 


duction was not based on an inspec- 
tion of the property. 


It was the re- 
sult of a ‘straight-line’ calculation 
based on age and the estimated or as- 
sumed useful life of perishable ele- 
ments. The Commission’s report in- 
dicates that the property is well- 
planned, well-maintained, and effi- 
cient. Its chief engineer inspected it, 
and estimated its condition by giving 
effect to results of the examination 
and to the age of the property. He 
deducted about six per cent to cover 
depreciation. Mr. Hagenah made an 
estimate of existing depreciation 
based on actual inspection and a con- 
sideration of the probable future life 
as indicated by the conditions found. 
He deducted less than 6 per cent. 
Mr. Elmes testified that he made an 
inspection and estimate of all the ac- 
tual depreciation. He _ estimated 
$443,044 would be required to re- 
store the property as of appraisal date 
to its condition when first installed 
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and put in practical operation. He 
deducted that amount. The testi- 
mony of competent valuation engi- 
neers who examined the property and 
made estimates in respect of its con- 
dition is to be preferred to mere cal- 
culations based on averages and as- 
sumed probabilities. The deduction 
made in the city’s estimate cannot be 
approved.” 

This was but a restatement of the 
doctrine iaid down in Pacific Gas & 
E. Co. v. San Francisco, 265 US 403, 
406, 68 L ed 1075, PUR1924D 817, 
819, 44 S Ct 537, where the court 
said: 

“Appellant objects to the application 
of this method and insists that depre- 
ciation should have been ascertained 
upon full consideration of the definite 
testimony given by competent experts 
who examined the structural units, 
spoke concerning observed conditions 
and made estimates therefrom. As 
these examinations were made subse- 
quent to the alleged depreciation for 
the definite purpose of ascertaining ex- 
isting facts, we think the criticism is 
not without merit. Facts shown by 
reliable evidence were preferable to 
averages based upon assumed prob- 
abilities. When a plant has been con- 
ducted with unusual skill the owner 
may justly claim the consequent bene- 
fits. The problem was to ascertain 
the probable result of the specified rate 
if applied under well-known past con- 
ditions, not to forecast the probable 
outcome of a proposed rate under un- 
known future conditions.” 

See also Baltimore & O. R. Co. v. 
United States (1936) 298 US 349, 
378, 80 L ed 1209, 56 S Ct 797, where 
it is said “. that opinions of 
experts unsupported by adequate ac- 
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tual tests may not safely be substituted 
for concrete data.” 

In dealing with this subject, Bauer 
& Gold, after analyzing the broad con- 
cept of depreciation contained in the 
case of Knoxville v. Knoxville Water 
Co. (1909) 212 US 1, 53 L ed 371, 
29 S Ct 148, go on to say (Public Util- 
ity Valuation for Purposes of Rate 
Control pp. 218, 219) : 

“The court doubtless intended to 
deal comprehensively with deprecia- 
tion in the Knoxville Case. It de- 
clared that due current provisions may 
be made as an operating cost and that 
all actual depreciation due to ex- 
pired service life shall be deducted in 
the determination of fair value. The 
amount of deduction, however, was 
left as a matter of proof to be deter- 
mined through evidence. Its deter- 
mination, just as the establishment of 


reproduction cost new, depends upon 


affirmative proof. The same applies 
to every phase of valuation. No item 
can be included or deducted without 
valid basis of fact. Determination of 
reproduction cost new, or the primary 
valuation however determined, is one 
process; deduction for depreciation is 
a second. Each must be based upon 
facts. Neither can be taken out of the 
air nor based upon hypothetical or the- 
oretical calculations and analyses.” 

And as bearing upon the necessity 
of inspection and the weight to be ac- 
corded evidence based thereon, it is 
said at page 220 of this comprehensive 
and well-considered work: 

“Emphasis has been laid upon in- 
spection as against calculation by for- 
mula in relation to expired life. The 
decisions, however, have not rejected 
the conception that depreciation con- 
sists of expired life. They have mere- 
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ly relied upon results on inspection as 
against abstract calculations of expired 
life that have not been checked against 
the realities as determined through 
physical inspection. While life tables 
may be important as general guidance, 
in a particular property or unit the 
economic life may be much greater or 
much less than the average presented 
in a life table. As a calculation based 
on life tables, expired life of a unit 
may be 50 per cent, but in reality it 
may be only 10 per cent because of 
special conditions relating to the par- 
ticular item. Conversely, however, 
theoretical calculation may show ex- 
pired life of only 10 per cent, while 
actual depreciation may be 50 per cent. 

“The differences in operating and 
maintenance conditions are so great 
between utility properties that inspec- 
tion is necessary to determine reason- 
ably the ratio of expired to total eco- 
nomic life of the different units. The 
object of examination is determina- 
tion of this ratio. This may involve 
estimates as to remaining and rela- 
tive expired life. But it would be 
judgment based upon actual inspection 
rather than upon mere theoretical cal- 
culations without regard to the actual- 
ities of the property.” 

[17] Included in accrued deprecia- 
tion by the Commission were items of 
$2,107,261 based upon the cost of 
future abandonment of gas wells and 
$722,757 upon the cost of future aban- 
donment of other property. Conten- 
tion is made that, in addition to the 
error of disregarding the present 
physical condition of the property in 
computing depreciation, there was er- 
ror in adding to depreciation this ac- 
crued portion of the cost of future 
abandonment of property. We cannot 
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agree with this contention. Prior to 
1939, the cost of abandonment, it is 
true, had been charged to expense as 
it occurred. Under the Commission’s 
system of accounting, however, the 
company was required to set up a de- 
preciation reserve to provide for fu- 
ture abandonment; and in computing 
depreciation here, the portion of the 
depreciation reserve already accrued 
was added. The principle applied was 
manifestly correct. The future cost 
of abandonment constituted a charge 
against the property, which would have 
to be met whatever system of account- 
ing was followed; and as the property 
was used, account should have been 
taken of this item as well as of in- 
vestment already made. The cost of 
abandonment is not a matter which 
concerns only the last year of use and 
can therefore be considered an expense 
of that year. It is a matter which af- 
fects the entire cost of the property 
and must be taken into consideration 
throughout its entire useful life. 

If a well, for example, has cost $10,- 
000 and abandonment cost will amount 
to $1,000, the $1,000 as well as the 
$10,000 must be taken into account in 
fixing rates and depreciation as the 
well is used; and, assuming a life of 
twenty years, it is clear that at the end 
of ten years the value consumed 
through use is not merely $5,000, or 
half the original investment but $5,- 
500, or half the total cost including 
the cost of abandonment. A purchas- 
er at the end of ten years would not be 
justified in paying more than $4,500 
for the well, because the abandonment 
cost of $1,000 would fall on him, and 
the use of the well for the remaining 
10-year period would only be worth a 
total of $5,500 from which the aban- 
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donment cost would have to be paid. 
In the illustration, no account is taken, 
as it should be, of the fact that the 
abandonment cost is to be incurred in 
the future and that the present worth 
of the sums required for abandonment, 
and not the principal sum, is the 
amount properly to be considered. In 
arriving at the present value of the 
property, therefore, deduction must be 
made for the accrued portion of future 
abandonment cost allocable to the 
property as well as for depreciation in 
the investment already made in it, 
otherwise an inflated valuation will 
result. In computing the accrued por- 
tion, allowance must be made, having 
in mind the interest bearing quality of 
money, for the fact that the expendi- 
ture is to be made in the future. This 
is a matter of accounting which it is 
not necessary to elaborate here. The 
point is that, in arriving at the present 
value of the property, it is proper to 
include in depreciation the accrued por- 
tion of future abandonment cost prop- 
erly computed. 


Other Matters Affecting the 
Rate Base 


[18, 19] Capital addition since 1940. 
The Commission accepted Hope’s esti- 
mate of fixed capital expenditures for 
the years 1941, 1942 and 1943, 
amounting to $8,956,500. It deducted 
expenditures in expectation of new or 
increased business amounting to $1,- 
270,000 and gross property retire- 
ments of $2,700,000, making an esti- 
mated net change in plant of $4,986,- 
500. From this it deducted estimated 
net change in depletion and deprecia- 
tion reserve after elimination of retire- 
ment losses chargeable against reserve, 
and found an estimated increase in net 


154 





HOPE NATURAL GAS CO. v. FEDERAL POWER COM. 


actual legitimate cost over the three 
year period of $2,784,042. This was 
divided by two, as the rate order be- 
came effective at approximately the 
middle point of the 3-year period, or 
July 15, 1942. The capital addition 
thus arrived at was $1,392,021. We 
find no error in this method. Hope 
complains of the refusal of the Com- 
mission to allow the estimated expen- 
diture of $1,270,000 in expectation of 
new or increased business; but this 
was purely a matter of estimate, and 
we cannot say that the action of the 
Commission with respect thereto was 
erroneous or arbitrary. 

[20] Working capital. The Com- 
mission allowed $2,125,000 for work- 
ing capital. Of this amount $1,228,- 
599 was for material and supplies and 
is not subject to dispute. $896,401 
was for cash working capital. This 


was arrived at by using forty-five days 
as the lag in the receipt of revenues, 
and on this basis dividing by eight (as 
forty-five days is the eighth part of a 
year) annual operating expenses, ex- 
clusive of gas purchases, taxes, and 


depreciation expenses. Since the gas 
which Hope purchases is paid for by 
its customers before it pays the pro- 
ducers for that gas, and since taxes are 
paid long after the revenues to which 
they relate have been collected, we can- 
not say that there was anything er- 
roneous or arbitrary in eliminating all 
allowance for gas purchases and taxes 
from this calculation. Had this been 
done in Hope’s estimate, the result 
would have been $277,820 less than 
the amount allowed by the Commis- 
sion. There is manifestly no error in 
this connection, therefore, of which 
Hope can reasonably complain. 
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Operating Expenses 


[21] Annual depreciation allowance. 
Hope complains because the Commis- 
sion, in computing annual deprecia- 
tion as an operating expense, has ap- 
plied the rate arrived at by the straight- 
line service-life method above de- 
scribed to the original book cost of the 
property and, in addition, has exclud- 
ed from consideration the items of ap- 
proximately $17,000,000 representing 
well-drilling costs heretofore charged 
to expense. It is clear, we think, that 
annual depreciation must be computed 
on the basis of the present fair value 
of the property. The question was be- 
fore the Supreme Court in United R. 
& Electric Co. v. West, 280 US 234, 
253, 254, 74 L ed 390, PUR1930A 
225, 231, 50 S Ct 123, where the court 
said: 

“The allowance for annual depre- 
ciation made by the Commission was 
based upon cost. The court of ap- 
peals held that this was erroneous and 
that it should have been based upon 
present value. The court’s view of the 
matter was plainly right. One of the 
items of expense to be ascertained and 
deducted is the amount necessary to 
restore property worn out or impaired, 
so as continuously to maintain it as 
nearly as practicable at the same level 
of efficiency for the public service. 
The amount set aside periodically for 
this purpose is the so-called deprecia- 
tion allowance. Manifestly, this al- 
lowance cannot be limited by the orig- 
inal cost, because, 1f values have ad- 
vanced, the allowance ts not sufficient 
to maintain the level of efficiency. The 
utility ‘is entitled to see that from 
earnings the value of the property in- 
vested is kept unimpaired, so that at 
the end of any given term of years the 
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original investment remains as it was 
at the beginning.’ Knoxville v. Knox- 
ville Water Co. (1909) 212 US 1, 
13, 14, 53 L ed 371, 29 S Ct 148. 
This naturally calls for expenditures 
equal to the cost of the worn-out equip- 
ment at the time of replacement; and 
this, for all practical purposes, means 
present value. Jt 1s the settled rule 
of this court that the rate base is pres- 
ent value, and it would be wholly il- 
logical to adopt a different rule for 
depreciation. As the supreme court 
of Michigan, in Michigan Pub. Utili- 
ties Commission v. Michigan State 
Teleph. Co. 228 Mich 658, 666, PUR 
1925C 158, 163, 200 NW 749, has 
aptly said: ‘If the rate base is present 
fair value, then the depreciation base 
as to depreciable property is the same 
thing. There is no principle to sus- 
tain a holding that a utility may earn 
on the present fair value of its prop- 
erty devoted to public service, but that 
it must accept and the public must pay 
depreciation on book cost or invest- 
ment cost regardless of present fair 
value. We repeat, the purpose of per- 
mitting a depreciation charge is to 
compensate the utility for property 
consumed in service, and the duty of 
the Commission, guided by experience 
in rate making, is to spread this charge 
fairly over the years of the life of the 
property.’” (Italics supplied. ) 
While Mr. Justice Butler in a note 
to his concurring opinion in Lind- 
heimer v. Illinois Bell Teleph. Co. 
(1934) 292 US 151, 176, 78 L ed 
1182, 3 PUR(NS) 337, 54 S Ct 658, 
stated that the method of computing 
depreciation there was not in harmony 
with the principle of the decision in 
United R. & Electric Co. v. West, su- 
pra, there is nothing to indicate that 
47 PUR(NS) 


the court intended to overrule that de- 
cision. The question in the Lind- 
heimer Case was whether charges to 
depreciation were not excessive in 
view of expenditures for current main- 
tenance and the proved condition of 
the property. The affirmative answer 
given to that question by the court 
lends no support to the position that, in 
computing depreciation, the present 
value of the property may be ignored 
and depreciation be computed by ap- 
plying to original cost the straight-line 
formula. In so far as the decision 
may be said to have any bearing at all 
upon that question, it supports the con- 
trary position. 

In Federal Power Commission v. 
Natural Gas Pipeline Co. (1942) 315 
US 575, 592, 86 L ed 1037, 42 PUR 
(NS) 129, 142, 62 S Ct 736, the Su- 
preme Court dealt with an amortiza- 
tion allowance for a “wasting-asset 
business of limited life.” The court 
said: 

“We need not now consider wheth- 
er, as the government urges, there can 
in no circumstances be a constitutional 
requirement that the amortization base 
be the reproduction value rather than 
the actual cost of the property devoted 
to a regulated business. Cf. United 
R. & Electric Co. v. West, 280 US 
234, 265, 74 L ed 390, PUR1930A 
225, 50 S Ct 123. It is enough that 
here the business, by hypothesis, will 
end in 1954, and that the amortization 
base, computed at cost and including 
property already retired, will be com- 
pletely restored by 1954 by the annual 
amortization allowances.” 

Here we are dealing not with a 
“wasting-asset business of limited 
life,” but with an ordinary public util- 
ity which is required by law to con- 
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tinue its service to the public. One 
of the principal reasons for determin- 
ing the present fair value of its prop- 
erty is that rates may be fixed which 
will take account of depreciation based 
on that value in such way as to permit 
replacements at current prices so as 
to maintain the level of efficiency. 
This purpose will be defeated, if de- 
preciation is allowed on the basis of 
cost, where cost is less than present 
fair value. It will be defeated too, if 
a portion of the property used is ex- 
cluded from the depreciated base. 
The use of the straight-line service- 
life method of depreciation, like the 
prudent investment theory of valua- 
tion, has the merit of simplicity and 
ease of application. It can unques- 
tionably be taken into consideration in 
arriving at depreciation. The Su- 
preme Court has not yet said, how- 
ever, that it may be used exclusively 
in cases where, because of change in 
price levels, cost does not represent fair 
present value ; and the decision in Unit- 
ed R. & Electric Co. v. West, supra, 
which has never been overruled, is 
squarely to the contrary. 

In the present state of the law, it 
would seem clear that, if the present 
fair value of the property is found to 
be either greater or less than the orig- 
inal cost of the property less straight- 
line service-life depreciation, a prop- 
er allowance for the difference should 
be made in computing annual depre- 
ciation chargeable as expense. As 
pointed out by Mr. Justice Stone in 
his dissenting opinion in United R. & 
Electric Co. v. West, supra, however, 
the question is not a question of law 
but one of fact for determination by 
the Commission on all the evidence be 
fore it; and, as said in the work on De- 
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preciation by the staff of the Public 
Service Commission of Wisconsin 
(1933) p. 136: “While, as a practical 
measure, we are convinced that orig- 
inal cost is the proper basis for com- 
puting depreciation charges, neverthe- 
less we believe that until the doctrine 
of the court regarding fair value is 
changed to prudent investment, it is at 
least not practical nor plausibly con- 
sistent in theory to compute depre- 
ciation on any base other than fair 
value.” 

[22] And we do not think it proper 
to ignore, as the Commission did, the 
element of expense attributable to the 
depreciation of capital added to rate 
base after 1940. New property used 


by the company is subject to depre- 
ciation as well as old property ; and we 
see no reason why annual depreciation 
with respect to the additions made to 


capital between 1940 and the effective 
date of the rate order should not have 
been considered as an element of ex- 
pense. 

[23, 24] Return from gasoline and 
butane operations of affiliate. Hope 
Construction and Refining Company, 
another Standard Oil subsidiary, ex- 
tracts gasoline and other by-products 
from the natural gas produced by 
Hope. This is in reality a part of 
Hope’s natural gas business, although 
carried on by an affiliate. The Com- 
mission credited to Hope the portion 
of the profits realized by the affiliate 
after allowing cost of processing and 
64 per cent return upon net invest- 
ment. Although this results in credit- 
ing to the utility a greater portion of 
the net profits of the operation of the 
subsidiary than is ordinarily credited 
in such cases, we cannot say that the 
action of the Commission is so arbi- 
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trary and unreasonable as to be in- 
valid; and it is well settled that, in 
the absence of arbitrary action result- 
ing in a confiscatory rate, we may not 
substitute our judgment of what is 
right and proper for that of the Com- 
mission. 

[25] Federal income tax. It is ele- 
mentary that taxes, including income 
taxes paid the Federal government, are 
proper elements of expense of opera- 
tion. The Commission found that 
$76,579 was a proper amount to allow 
for Federal income tax for the future, 
although the evidence was that Hope 
paid $912,313 in Federal income tax 
in 1940. Hope contends that the 


Commission, in adjudging its 1940 
rates to be unreasonable, computed its 
income tax liability at a figure no 
greater than that estimated for the 
future, notwithstanding it had actually 


paid $912,313 on account of Federal 
income tax in that year. As we have 
reached the conclusion, as stated more 
fully hereafter, that the Commission 
was without power to make findings 
as to the reasonableness of past rates, 
except as incidental to fixing rates for 
the future, we need not determine 
what allowance should be made for 
income tax in 1940. So far as rates 
for the future are concerned, changes 
in tax laws render irrelevant a dis- 
cussion of the Commission’s figures. 
In further proceedings to establish 
rates for Hope, due consideration 
will doubtless be given to Federal in- 
come tax liability in estimating neces- 
sary expenses of operation, based upon 
what income tax Hope will be required 
to pay on income derived from rates 
found to be reasonable. 

[26] Selection of 1940 as test year. 
The Commission selected 1940 with- 
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out regard to the exeperience of the 
years immediately prior thereto, as the 
test year for determining expense of 
operation in fixing future rates. It 
is ordinarily unsafe thus to adopt the 
experience of a single year as a guide. 
United Gas Pub. Service Co. v. Texas 
(1938) 303 US 123, 145, 82 L ed 
702, 22 PUR(NS) 113, 58 S Ct 483. 
West Ohio Gas Co. v. Ohio Pub. Util- 
ities Commission (1935) 294 US 79, 
81, 79 L ed 773, 6 PUR(NS) 459, 
55 S Ct 324. We do not think that 
under the peculiar circumstances of 
the case, however, this action of the 
Commission can be condemned as ar- 
bitrary or unreasonable. The in- 
creased demand for gas resulting from 
war conditions, made the experience 
of 1940 a safer guide for the future 
than that of prior years. Hope makes 
much of the fact that the winter of 
that year was more than ordinarily 
severe and that the increased demand 
for gas resulted in a large percentage 
of sales representing gas from its own 
wells, which did not involve payment 
of the charge required by its contracts 
on gas purchased from others. The 
increased demand due to war condi- 
tions, however, must necessarily have 
the same effect, so far as this matter is 
concerned. The experience of 1940 
was the only experience properly com- 
parable. In further proceedings, the 
experience following 1940 can be add- 
ed to the experience of that year to 
form a longer and more dependable 
test period. 

[27] Other matters affecting oper- 
ating expenses. Hope’s contention as 
to depreciation and return on distribu- 
tion properties is sufficiently covered 
by what we have heretofore said about 
the necessity of ascertaining present 
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fair value. The contention that $165,- 
963 for drilling a dry well should have 
been charged to expense in 1940 seems 
well taken; but the matter can have 
little bearing in future hearings, as 
the test period will doubtless cover 
1941 as well as 1940 and it will be im- 
material which year carries the charge. 
The amortization of rate case expense 
over a 10-year period seems to be rea- 
sonable. It is to be hoped that rate 
controversies will not be matters of an- 
nual occurrence. Driscoll v. Edison 
Light & P. Co. (1939) 307 US 104, 
121, 83 Led 1134, 28 PUR(NS) 65, 
59 S Ct 715. 


Rate of Return 


[28] The Commission fixed the rate 
of return at 63 per cent. There is no 
controversy as to the rule applicable in 
determining the rate. “What annual 
rate will constitute just compensation 


depends upon many circumstances and 
must be determined by the exercise of 
a fair and enlightened judgment, hav- 


ing regard to all relevant facts. A 
public utility is entitled to such rates 
as will permit it to earn a return on 
the value of the property which it em- 
ploys for the convenience of the public 
equal to that generally being made at 
the same time and in the same general 
part of the country on investments in 
other business undertakings which are 
attended by corresponding risks and 
uncertainties; but it has no constitu- 
tional right to profits such as are real- 
ized or anticipated in highly profitable 
enterprises or speculative ventures. 
The return should be reasonably suffi- 
cient to assure confidence in the finan- 
cial soundness of the utility and should 
be adequate, under efficient and eco- 
nomical management, to maintain and 
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support its credit and enable it to raise 
the money necessary for the proper 
discharge of its public duties.” Blue- 
field Water Works & Improv. Co. v. 
West Virginia Pub. Service Commis- 
sion, 262 US 679, 692, 67 L ed 1176, 
PUR1923D 11, 20, 43 S Ct 675. 


Under this test we think that the 
rate of return of 64 per cent is rea- 
sonable. Hope is a well-established 
natural gas company with markets in 
the industrial regions of Ohio and 
Pennsylvania protected through its af- 
filiates East Ohio Gas Co. and Peoples 
Natural Gas Co. As a subsidiary of 
Standard Oil it has financial advan- 
tages that independent utilities do not 
possess. Cf. Wabash Valley Electric 
Co. v. Young, 287 US 488, 501, 77 
L ed 447, PUR1933A 433, 53 S Ct 
234. The record shows that profits 
earned by industrial corporations on 
invested capital declined from 11.3 
per cent in 1929 to 7.5 per cent by 
1940. Profits of railroads declined to 
3.3 per cent and of utilities to 5.4 per 
cent. Interest rates are at a low level 
and rates of return demanded by in- 
vestors are among the lowest that have 
ever existed. Securities of natural 
gas companies were sold at rates be- 
tween 3 per cent and 6 per cent, with 
yields on the bulk of bond issues being 
between 3 per cent and 44 per cent. 
Under such circumstances, a finding 
that 64 per cent is a reasonable rate of 
return cannot be disturbed. A like 
rate of return was approved by the 
Supreme Court for natural gas com- 
panies in Dayton Power & Light Co. 
v. Ohio Pub. Utilities Commisison 
(1934) 292 US 290, 311, 78 L ed 
1267, 3 PUR(NS) 279, 54 S Ct 647, 
and Federal Power Commission v. 
Natural Gas Pipeline Co. (1942) 315 
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US 575, 596, 86 L ed 1037, 42 PUR 
(NS) 129, 62 S Ct 736, 


Past Rates 


[29-31] The Commission, while 
fixing rates to become effective July 1, 
1942, found that the rates charged by 
Hope from June 30, 1939 to that date 
were unreasonable and unlawful and 
that the charges to the East Ohio Gas 
Company were “unjust, unreasonable, 
excessive, and therefore unlawful to 
the extent of $830,892 during 1939, 
$3,215,551 during 1940, and $2,815,- 
789 on an annual basis since 1940.” 
It states that it made this finding be- 
cause the city of Cleveland had raised 
the question of the lawfulness of the 
rate charged the East Ohio Gas Com- 
pany by Hope and had requested that 
the Commission find the just and rea- 
sonable and lawful rate from June 30, 
1939 to the date of the Commission’s 


determination “as an aid to state regu- 


lation.” With respect to its power to 
take such action, the Commission, in 
44 PUR(NS) at pp. 34, 35, said: 
“The Commission does not have the 
authority to fix rates for the past and 
to award reparations. But Congress 
did empower and instruct the Com- 
mission in § 5(a) of the Natural Gas 
Act, 15 USCA § 717d(a) to fix future 
rates, and as a step in that process we 
must necessarily consider the reason- 
ableness of past and existing rates. 
When the issue is raised and the public 
interest will be served, we consider as 
a necessary part of that duty the pow- 
er to examine the entire rate problem 
involved and to determine what rates 
were lawful in the past. Also, § 14 
(a) of the act, 15 USCA § 717m(a), 
authorizes the Commission to investi- 
gate any facts which it finds necessary 
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in order to determine whether Hope 
has violated any provision of the Nat- 
ural Gas Act. Furthermore, the Com- 
mission has power to perform any act, 
pursuant to § 16, 15 USCA § 717o, 
which is necessary or appropriate to 
carry out the provisions of the act. 
Under § 4(a) of the act, 15 USCA 
§ 717c(a), any interstate wholesale 
rate that is not just and reasonable is 
unlawful. Federal Power Commission 
v. Natural Gas Pipeline Co. supra. 
Hope’s rate collected from East Ohio 
Gas Company was lawful after June 
21, 1938, the effective date of the act, 
only to the extent that it was just and 
reasonable. The city of Cleveland 
states that the Ohio Commission is in- 
vestigating the reasonableness of the 
East Ohio Gas Company’s bonded re- 
tail rates in Cleveland for the period 
since June 30, 1939, and that the law- 
fulness of Hope’s rate is an important 
factor in the case. Since the enact- 
ment of the 1938 Natural Gas Acct this 
Commission has had exclusive juris- 
diction to determine the lawfulness of 
the interstate wholesale rates charged 
by Hope and other natural gas com- 
panies. 

“In response to the request of the 
city of Cleveland, the Commission will 
make the appropriate findings of fact 
as to the lawfulness of the rates 
charged East Ohio by Hope since June 
30, 1939. The Interstate Commerce 
Commission has furnished precedents 
for the performance of this public 
duty. Congress intended that this 
Commission codperate with state Com- 
missions and municipalities, and the 
provisions of §§ 5(b) and 17 are spe- 
cial evidence of such intent.” 

The fundamental difference between 
quasi legislative and quasi judicial 


160 





HOPE NATURAL GAS CO. v. FEDERAL POWER COM. 


power is that the one is concerned pri- 
marily with prescribing regulations 
for the future, the other with deter- 
mining rights in the light of what has 
occurred in the past. Cf. Baer Bros. 
Mercantile Co. v. Denver & R. G. R. 
Co. (1914) 233 US 479, 486, 58 L 
ed 1055, 34 S Ct 641. The Natural 
Gas Act shows clearly that it was the 
intention of Congress to give the Com- 
mission quasi legislative power, i. e., 
regulatory power as to future rates; 
but there is no indication of any inten- 
tion to clothe it with judicial or quasi 
judicial powers with respect to past 
charges or practices, such as was vest- 
ed in the Interstate Commerce Com- 
mission by § 9 of the Interstate Com- 
merce Act, 49 USCA § 9, As the 
Commission itself says, it was not giv- 
en authority to fix rates for the past or 
to award reparations on account of 
past rates. If it was not given the 
power to fix past rates, or award repa- 
rations based upon their unreasonable- 
ness, it certainly was given no power 
to do the same thing indirectly by 
making findings of fact as to past rates 
to be given effect in rate proceedings 
before state Commissions. No inten- 
tion on the part of Congress to vest 
any such unusual power in a Commis- 
sion ought to be indulged unless con- 
ferred in the plainest terms; and not 
only is it not plainly given here, but 
such power cannot be spelled out of the 
statutes on any theory of interpreta- 
tion with which we are familiar. 

Section 4(a) of the Natural Gas 
Act, 15 USCA § 717c(a), to which 
the Commission refers in its opinion, 
merely provides that rates shall be 
“just and reasonable” and declares 
unlawful a rate that is not “just and 
reasonable.” Section 14(a), 15 
[11] 
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USCA § 717m(a), provides for 
nothing except investigations by the 
Commission to determine whether or 
not the act is being violated. The 
only power with respect to fixing rates 
is that contained in § 5(a), 15 USCA 
§ 717d(a), heretofore quoted, which 
is confined to prescribing rates for the 
future. Section 16, 15 USCA § 7170, 
to which the Commission refers, mere- 
ly clothes the Commission with power 
to perform all acts, etc., necessary or 
appropriate to carry out the provisions 
of the act. Certainly no power to 
make findings as to past rates is con- 
tained there. Section 5(b) authorizes 
the Commission upon its own motion 
or upon request of a state Commis- 
sion, to investigate and determine the 
cost of production or transportation of 
natural gas, not to fix past rates or to 
do the same thing indirectly by deter- 
mining that amounts collected in the 
past exceeded reasonable rates. Sec- 
tion 17, 15 USCA § 717p, does no 
more than authorize the Commission 
to refer any matter arising in the ad- 
ministration of the act to a board, 
members of which are to be nominated 
by state Commissions, and to author- 
ize the Commission to confer with 
state Commissions and hold joint 
hearings with them in connection with 
any matter “with respect to which the 
Commission is authorized to act,” and 
to authorize the Commission, in the 
administration of the act, to avail it- 
self of the codperation, services, etc., 
of state Commissions. 

In none of these sections is any 
power granted to make findings as to 
reasonableness of past rates “as an aid 
to state regulation” ; and in all of them 
taken together and construed in the 
light most favorable to the existence 
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of the power, there is no indication of 
any intention on the part of Congress 
to grant such power. We cannot 
escape the conclusion that, if it had 
been the intent of Congress to grant 
unusual power of this sort, it would 
have said so plainly. Instead of say- 
ing so, however, Congress clearly lim- 
ited the power of the Commission to 
that of fixing rates for the future by 
the following provision of § 5(a): 
“The Commission shall determine the 
just and reasonable rate, charge, classi- 
fication, rule, regulation, practice, or 
contract to be thereafter observed and 
in force, and shall fix the same by or- 
der.” (Italics supplied.) It is to be 
noted that in the passage of the Public 
Utility Act of 1935, upon which the 
Natural Gas Act is modeled, provi- 
sions giving the Commisison power 
to investigate single rates and issue 
reparation orders, originally incorpo- 
rated in the bill, were stricken out, the 
Senate Committee saying in its report: 
“They are appropriate sections for a 
state utility law, but the committee 
does not consider them applicable to 
one governing merely wholesale trans- 
actions.” The Commission may not by 
administrative interpretation of the act 
thus clothe itself with a power denied 
it by Congress. As was said by Mr. 
Chief Justice Groner in Chenery 
Corp. v. Securities and Exchange 
Commission (1942) — App DC —, 
44 PUR(NS) 138, 149, 128 F(2d) 
903, 311: 

“In expressing this opinion, we are 
not saying that the Commission’s view 
is not directed to a desirable end. As 
to that, opinions of men of experience 
and probity and judgment will differ 
widely. But, if the Commission’s ob- 
jective is to be attained, it should be 
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only after the pros and cons have heen 
carefully weighed in their relation, te. 
spectively, to the dangers and the hen. 
efits, and the scales should be cop. 
trolled by Congress and not by the 
Commission. In short, all that we 
hold is that this vital question of policy 
is one for the Congress and not for 
the Commission.” 

When rates were filed with the 
Commission pursuant to § 4(c) of the 
act they became the only lawful rates 
which the utility could charge or ac. 
cept. Cf. Louisville & N. R. Co. y, 
Maxwell, 237 US 94, 59 L ed 853 
PURI9I15C 300, 35 S Ct 494, LRA 
1915E 665. Until changed by the 
Commission under the power granted 
pursuant to § 5(a) they were binding 
alike upon the company and its cus- 
tomers; and, in the absence of a pro- 
vision for award of reparation, there 
could be no occasion for a determina- 
tion of their reasonableness except as 
reason for changing them in an order 
prescribing rates for the future. The 
suggestion in the Commission’s brief 
that exercise of power as to past rates 
is necessary to obviate injustices re- 
sulting from delay in rate proceedings 
lacks force in view of the provision of 
the statute for the entry of interim or- 
ders. Section 16. Cf. Federal Power 
Commission v. Natural Gas Pipeline 
Co. (1942) 315 US 575, 583, 86 Led 
1037, 42 PUR(NS) 129, 62 S Ct 736. 

As a step in the process of fixing 
rates for the future, it was of course 
proper for the Commission to make 
findings with respect to the conditions 
and rates of the past, and we shall cor- 
strue the findings as made pursuant to 
that power, and as subject to review 
like other findings made in support of 
the order. When so considered, they 
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are invalidated by the same errors that 
vitiate the findings upon which the or- 
der fixing rates for the future is di- 
rectly based. 

[82] It is argued that we are with- 
out power to review the findings as to 
past rates because no order is based 
thereon; but, as stated above, they are 
reviewable because made as a step in 
the proceeding to fix rates for the fu- 
ture. If, however, they be considered 
separate and apart from this and it be 
thought, contrary to our view, that 
the Commission has power to make 
such findings as to past rates “as an aid 
to state regulation,” we think, never- 
theless, that there can be no question 
as to their being reviewable under the 
statute. Such determination in that 
case would be, in effect, an order of 
the Commission affecting substantial 


rights and contractual relationships of 
a party to a proceeding before it and 
would be reviewable as such, whatever 
it might be called. Columbia Broad- 


casting System v. United States 
(1942) 316 US 407, 86 L ed 1563, 
44 PUR(NS) 411, 62 S Ct 1194; 
Rochester Teleph. Corp. v. United 
States (1939) 307 US 125, 83 L ed 
1147, 28 PUR(NS) 78, 59 S Ct 754. 
As said by Mr. Chief Justice Stone 
in the Columbia Broadcasting Case, 
supra, 44 PUR(NS) at p. 418, 
with respect to whether particular 
action by the Commission constitut- 
ed a reviewable order: “The par- 
ticular label placed upon it by the 
Commission is not necessarily con- 
clusive, for it is the substance of 
what the Commission has purported 
to do and has done which is decisive. 
Powell v. United States (1937) 300 
US 276, 284, 285, 81 L ed 643, 649, 
57 S Ct 470; American Federation of 
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Labor v. National Labor Relations 
Board (1940) 308 US 401, 408, 4 
L ed 347, 351, 60 S Ct 300.” And 
as said by Mr. Justice Frankfurter in 
his concurring opinion in that case: 
“Tf an administrative determination 
of status has the effect of subjecting a 
person to legal obligations, whether 
embodied in statute or previously for- 
mulated administrative commands, or 
otherwise affecting legal rights, such 
a determination possesses the elements 
of a reviewable order.” (44 PUR 
(NS) at p. 431.) A finding by the 
Commission which determines that 
past rates are unlawful in a determined 
amount, and which is to be given effect 
by a state regulatory body in determin- 
ing the reasonableness of rates charged 
on the basis thereof, certainly affects 
legal rights; and the power of review 
under the statute should be coexten- 
sive with the power of the Commis- 
sion to make such determination. 
[33] In any view of the matter, 
therefore, the findings as to past rates 
are reviewable, and should be set aside 
for the reasons heretofore given in 
discussing valuation and depreciation. 
We are impressed, also, with the 
thought that the finding as to unrea- 
sonableness of these rates cannot be 
sustained because made on the basis 
of the utility’s experience during the 
years in question, instead of upon a 
reasonable estimate of expense based 
upon experience of a prior period. 
The reasonablenes of a rate must be 
judged in the light of information 
available at the time it is charged, not 
in the light of subsequent develop- 
ments. It is manifestly impractical to 
conduct a wholesale natural gas busi- 
ness on the basis of annual changes in 
rates; and certainly it is unreasonable 
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that rates be condemned retroactively 
on the basis of facts which could not 
have been known when they were 
charged. 

For the reasons stated, the order of 
the Commission will be set aside and 
the cause will be remanded for fur- 
ther proceedings. 

Reversed and remanded. 


Dosig, C.J., dissenting: I regret 
that I must dissent from the majority 
opinion. The importance of this case, 
and the wide interest in the vital ques- 
tions involved, prompt me to set out, 
very briefly, the reasons for my dis- 
sent. 

Under the majority opinion, the de- 
cision of the Federal Power Commis- 
sion is reversed on three principal 
grounds: (1) The adoption by the 
Commission of the Prudent Invest- 
ment Theory in fixing the rate base; 
(2) The use by the Commission of 
the economic service life method in 
arriving at depreciation; (3) The re- 
fusal by the Commission to allow as 
capital outlay the well-drilling costs 
which Hope had previously charged 
to operating expenses. 


(1) The Prudent Investment 
Theory 


The Commission, in arriving at the 
proper rate base, frankly and openly 
adopted the prudent investment theory 
and paid no attention to the present 


value of the properties of Hope. Mr. 
Justice Brandeis, in his classic concur- 
ring opinion (Mr. Justice Holmes 
joined in the opinion) in Missouri ex 
rel. Southwestern Bell Teleph. Co. v. 
Public Service Commission, 262 US 
276, 67 L ed 981, PUR1923C 193, 43 
S Ct 544, 31 ALR 807, has set forth, 
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with his customary incisive clarity, 
the prudent investment theory, togeth- 
er with the reasons for his belief jn 
that theory. To my mind, the argu 
ments he therein advances have never 
been convincingly refuted. 

Nearly twenty years have slipped 
by since that opinion was handed 
down. During this period, the pro- 
nouncements of the United States Su- 
preme Court in this field have been 
many, varied, and quite confusing. 
This fact has been pointed out by 
writers whose names are thrice legion, 
The recent case (involving the Natural 
Gas Act, with which we are also con- 
cerned) of Federal Power Commis- 
sion v. Natural Gas Pipeline Co. supra, 
however, does call for some comment, 

The majority opinion in that case 
(written by Chief Justice Stone) con- 
tains no express discussion of the pru- 
dent investment theory and certainly 
does not in precise terms sanction the 
use of that theory alone. Interesting, 
though, in this connection is the oft- 
quoted statement of Chief Justice 
Stone (supra, 315 US at p. 586, 42 
PUR(NS) at p. 138): 

“The Constitution does not bind 
rate-making bodies to the service of 
any single formula or combination of 
formulas. Agencies to whom this leg- 
islative power has been delegated are 
free, within the ambit of their statu- 
tory authority, to make the pragmatic 
adjustments which may be called for 
by particular circumstances. Once a 
fair hearing has been given, proper 
findings made and other statutory re- 
quirements satisfied, the courts can- 
not intervene in the absence of a clear 
showing that the limits of due process 
have been overstepped. If the Com- 
mission’s order, as applied to the facts 
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before it and viewed in its entirety, 
produces no arbitrary result, our in- 
quiry is at an end.” 

But the concurring opinion of Jus- 
tices Black, Douglas, and Murphy, on 
the specific point under discussion, is 
as clear as crystal and as crisp as 
bacon; for this opinion flatly and 
squarely upholds the validity of the 
application of the prudent investment 
theory, to the exclusion of any other 
theory (315 US at p. 606, 42 PUR 
(NS) at p. 150) in three sentences so 
free from ambiguity that they cannot 
be misunderstood : 

“As we read the opinion of the 
court, the Commission is now freed 
from the compulsion of admitting evi- 
dence on reproduction cost or giving 
any weight to that element of ‘fair val- 
ue.’ The Commission may now adopt, 
if it chooses, prudent investment as a 


rate base—the base long advocated by 


Mr. Justice Brandeis. And for the 
reasons stated by Mr. Justice Brandeis 
in the Southwestern Bell Telephone 
Case, there could be no constitutional 
objection if the Commission adhered 
to that formula and rejected all oth- 
ets.” (Italics ours.) 

It is difficult for me to believe that 
the majority of the Supreme Court, 
believing otherwise, would leave such 
a statement unchallenged. 

A careful study of the Natural Gas 
Act (particularly the precise wording 
of § 6) convinces me that Congress 
intended to give to the Federal Power 
Commission a wider latitude and a 
more extended discretion than had 
been given to any other Federal Board 
or Commission under any previous 
statute in the field of rate making. 

Further, I think that the methods 
adopted by the Commission under the 
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prudent investment theory, in arriving 
at a rate base in the instant case, were 
neither fanciful nor arbitrary. It 
seems to me, too, that there was sub- 
stantial evidence to support the op- 
posite findings of the Commission. 

Accordingly, I see here no adequate 
reasons for reversing on this score 
the decision and findings of the Com- 
mission. 


(2) The Economic Life Service Meth- 
od of Computing Depreciation 


In computing depreciation and 
depletion, the Commission employed 
the economic life service method. 
This formula has long been known to, 
and has been frequently applied by, 
economists and accountants. It seems 
to have been often used in connection 
with depreciation under the Federal 
income tax. I cannot find in this 
formula any active germs of constitu- 
tional invalidity, as it is applied to the 
instant case. 

The Commission based its deter- 
mination of existing depletion and de- 
preciation upon actual legitimate cost 
of the properties of Hope. An ap- 
parently competent engineer inspect- 
ed this property to obtain information 
that would serve as a guide for esti- 
mating the property’s service life and 
the amount of money required an- 
nually to reimburse Hope for so much 
of this property as might be consumed 
in rendering service to the public. 

Incidentally, the amount deducted 
by the Commission fell short by many 
millions of dollars of the amount ac- 
crued and set up by Hope for depre- 
ciation and depletion. In his partially 
dissenting opinion, Commissioner 
Scott expressed the view that the 
Commission had been, in fixing the 
47 PUR(NS) 
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amount for depreciation and deple- 
tion, far too lenient with Hope. 

Again I feel that there was sub- 
stantial evidence to sustain the Com- 
mission’s findings under a formula 
which was neither unrealistic nor ca- 
pricious. 


(3) Disregard of Drilling Costs 
Charged by Hope to Operating 
Expenses 


The Commission refused to allow 
as capital the amount of drilling cost 
which Hope had in the past charged 
to operating expenses. The Commis- 
sion found (and I think this finding 
is supported by the evidence) that 
these costs had been considered by 
Hope in fixing its rates in previous 
years and that these costs had already 
been paid by the consumers. On this 


ground, the Commission declined to 


include these costs in arriving at the 
rate base. 

It was the practice of Hope, prior 
to 1923, to charge well-drilling costs 
to operating expenses rather than to 
capital account. In so doing, Hope 
seems to have followed the then gen- 
eral procedure of the natural gas in- 
dustry. It changed this practice un- 
der a requirement of the Public Serv- 
ice Commission of West Virginia. 
The present system of accounting pre- 
scribed by the Federal Power Com- 
mission also follows the West Vir- 
ginia practice. It is my considered 
opinion that the present procedure is 
the proper one. 

It is to be noted that this is not a 
mere mathematical error in bookkeep- 
ing, which of course, should be cor- 
rected. It is rather an accounting pol- 
icy. It does not seem to me to be vital 
whether the decision of the Commis- 
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sion here is based upon technical estop. 
pel, equity or fair dealing. And once 
more, I think the Commission should 
be here sustained. Under its present 
claim, Hope seeks to impeach its 
books, which were competently kept 
for a long period of years under the 
older method. And Hope itself, in a 
previous rate case before the Public 
Service Commission of West Vir- 
ginia, claimed these well-drilling costs 
as operating expenses, its contention 
was allowed, and its rates were fixed 
accordingly. 

The holding of the Commission 
here is sustained by the great weight 
of authority. In the Commission’s 
brief, these authorities are set out at 
great length, and include decisions of 
Federal courts, decisions of state 
courts, and decisions of State Utility 
Commissions. Quite striking here, I 
think, is an extract from the majority 
opinion in the recent Natural Pipe 
Line Case, supra (315 US at pp. 590, 
591, 42 PUR(NS) at p. 140): 

“Here the companies, though un- 
regulated, always treated their entire 
original investment, together with 
subsequent additions, as capital on 
which profit was to be earned. They 
charged the out-of-pocket cost of 
maintenance of plant, whether used to 
capacity or not, as operating expenses 
deductible from earnings before arriv- 
ing at net profits. They have thus 
treated the items now sought to be 
capitalized in the rate base as operat- 
ing expenses to be compensated from 
earnings, as in the case of regulated 
companies. We cannot say 
that the Commission has deprived the 
companies of their property by refus- 
ing to permit them to earn for the fu- 
ture a fair return and amortization on 
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the costs of maintenance of initial ex- earned during the first seven years.” 
cess capacity—costs which the com- _ (Italics ours.) 

panies fail to show have not already For the reasons stated, I think the 
been recouped from earnings before decision and findings of the Commis- 
computing the substantial ‘net profits’ sion should be affirmed. 





PENNSYLVANIA PUBLIC UTILITY COMMISSION 


Re Bradford Electric Company 


fE. 0. C, No. 2] 


Accounting, § 29.1 — Acquisition expenses — Organization costs of successor 
company. 
Expenses incurred by a successor company in effecting the acquisition of 
the plant and franchises of its predecessor are proper organization costs of 
the successor company, includible in Account 100.1, Electric Plant in Serv- 
ice, rather than Account 100.5, Electric Plant Acquisition Adjustments. 


Accounting, § 56 — Write-up by predecessor — Affiliated companies. 
Discussion, in dissenting opinion, of accounting for a write-up of electric 
plant by an affiliated predecessor company, involving the question of charg- 
ing the amount to Account 100.5, Electric Plant Acquisition Adjustments, 
or to Account 107, Electric Plant Adjustments, under the Uniform System 
of Accounts, p. 171. 

Intercorporate relations, § 14 — Disregard of corporate entity. 
Statement, in dissenting opinion, that the law is well settled to the effect 
that the existence of a corporation can, in a proper case, be disregarded 
where necessary on the facts of the case to prevent injustice, p. 173. 


Accounting, § 38 — War tax — Transfer between affiliate. 
Discussion, in dissenting opinion, of the accounting for a war tax on the 
transfer of property from an affiliated predecessor, p. 175. 

Accounting, § 29.1 — Organization expense — Merged company. 


Statement, in dissenting opinion, that organization expense appearing on 
books of subsidiary company acquired by parent should have been retired 
when the properties were taken over and should be considered an un- 
recorded retirement classifiable in Account 107, Electric Plant Adjust- 
ments, until disposed of, p. 175. 


Accounting, § 29.1 — Stamp tax and organization expense — Merged companies. 
Discussion, in dissenting opinion, of the proper account to which should be 
charged a stamp tax on a property transfer and organization expenses of a 
subsidiary company upon transfer between affiliates, p. 175. 

Accounting, § 56 — Write-ups. 

Discussion, in dissenting opinion, of accounting for write-ups, with a con- 
sideration of the distinction between Account 100.5, Electric Plant Ac- 
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quisition Adjustments, and Account 107, Electric Plant Adjustments—the 
latter an account warning investors and the public, p. 176. 


(BucHANAN and BEeAMisH, Commissioners, dissent.) 


[February ?, 1943.] 


EPORT on studies of original cost of electric plant and re- 
R classification of electric plant accounts; accounting entries 
ordered. 


¥ 


By the Commission: Before us for tion of plant accounts was made in 
consideration is a revised report filed conformance with effective regula- 
on March 19, 1942, by Bradford tions. Therefore, we accept the 
Electric Company covering its studies amounts proposed to be entered in ac- 
of the original cost of electric plant counts 100.1, 100.3, and 100.4, as 
and reclassification of electric plant above, as representing the originai 
account as of January 1, 1937, in cost of the company’s electric plant 
compliance with the Uniform System at January 1, 1937, subject to one 
of Accounts for Electric Utilities and adjustment. In its reclassification 
general orders of the Commission. studies, the company has included in 
This revised report was filed in lieu of account 100.5 an amount of $1,446.88 
and supersedes an original report filed representing expenses incurred in ef- 
by the company on August 11, 1939, fecting the acquisition of the plant 
and is the result of a review by the and franchises of Eldred Electric 
company of its original studies fol- Company. We consider such ex- 
lowing representations by the Com- _penses to be proper organization costs 
mission’s accounting staff that said of the successor company, and the 
original studies did not conform to amount thereof will be so treated 
requirements. herein thus increasing the amount in- 

The entries proposed to be record-  cludible in account 100.1 to $1,970- 
ed by the company to give effect to 149.55, and decreasing the amount in- 
the reclassification of electric plant ac- cludible in account 100.5 to $70, 
count as of January 1, 1937, are as 
follows: 


Account No. and Title Debit Credit 


100.1 Electric Plant in Service $1,968,702.67 

100.3 Construction Work in Progress 

100.4 Elec. Plant Held for Future Use 

100.5 Elec. Plant Acquisition Adjustments 

107. Electric Plant Adjustments 

110. Other Physical Property 

100.6 Electric Plant in Process of Reclassification 2,057,275.92 


$2,136,805.09 





Our analysis of the company’s re- The nature of the amounts pro- 
vised report and its studies resulting posed to be entered in accounts 100.9 
therein indicate that the reclassifica- (as adjusted by us) and 107, as well 
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as the disposition thereof proposed by 
the company, are outlined below: 


Amount 
Account 100.5 Electric Plant Acquisition Adjustments 


To be charged to Surplus: 


Balance, at Jan. 1, 1937, of plant increment resulting from record- 
ing of appraised values by Bradford Elec. Lt. & Pr. Co. on 
December 31, 1917 

Less: Unidentified plant retirements per books not identifiable as re- 
tirements of constructed plant 


Item 





To be charged during 1942 to account 505, Amortization of Electric 
Plant Acquisition Adjustments : 


de in 
gula- Balance remaining of excess of purchase price over original cost 
—Eldred Elec. Co. property 

the War tax covering transfer of deed from Bradford El. Lt. & Pr. Co. 


hal Total—Account 100.5 
4, as 


ginal 
plant 
) one 
“ation 
ed in 
46.88 
n ef- 
plant 
ectric 

ex- We are of opinion that the fore- 
costs MH going proposed interim accounting for 
1 the @ items to be included in Accounts 100.5 
eated # and 107 is in accord with the pro- 


3,691.94 


300.00 3,991.94 


$70,780.75 





Account 107, Electric Piant Adjustments 


To be charged to Surplus: 


Capital stock expenses, etc., erroneously included in Organization 
account 
To be credited to account 265, Contributions In Aid of Construction: 
Customers’ contributions toward plant construction credited to plant 
accounts in error ’ 


Total—Account 107 


11,124.76 


* 2,873.30 


$8,251.46 
*In red 


light of the character of the items in- 
volved ; therefore, 

Now, to wit, February 2, 1943, it 
is ordered: That Bradford Electric 


nt in- 
970,- 


nt in- 


visions of our accounting regulations, 
and that the proposed final disposition 
of the amounts included in said ac- 
counts is reasonable and proper in the 


100.1 Electric Plant In Service 

100.3 Construction Work in Progress 

100.4 Electric Plant Held for Future Use 

100.5 Elec. Plant Acquisition Adjustments 

107. Electric Plant Adjustments 

110. Other Physical Property 

100.6 Elec. Plant In Process of Reclassification 


Company record the following entries 
on its books to effect the reclassifica- 
tion of its electric plant accounts at 
January 1, 1937: 


Debit 
$1,970,149.55 
76,656.47 
299.68 
70,780.75 


11,124.76 
7,794.48 


Credit 


2,057,275.92 
$2,136,805.69 





$2,136,805.69 
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It is further ordered: That the 
amounts included in Accounts 100.5 
and 107 by virtue of the foregoing 
entries, shall be disposed of forth- 
with by Bradford Electric Company 
by recording the following entries on 
its books: 


271. Earned Surplus 


505. Amortization of Electric Plant Acquisition 


265. Contributions in Aid of Construction 
100.5 Electric Plant Acquisition Adjustments 
107. Electric Plant Adjustments 


It is further ordered: ‘That the ac- 
counting entries herein directed to be 
recorded shall not preclude the Com- 
mission from ordering further adjust- 
ments in the company’s electric plant 
accounts which the Commission may 
deem warranted upon any future con- 
sideration of the amounts remaining 
therein as the result of the reclassifi- 
cation studies. 


Commissioners Buchanan and 


Beamish file dissenting opinions. 


BUCHANAN, Commissioner, dis- 
senting: This matter is before us 
upon a report filed March 19, 1942, 
by Bradford Electric Company cov- 
ering the reclassification of its electric 
plant accounts as of January 1, 1937, 
in compliance with Instruction 2D of 
the Uniform System of Accounts and 
General Order No. 53 of this Com- 
mission. 


The difference between the major- 
ity and minority involves a very im- 
portant principle. Its importance may 
be gauged by the fact that although 
the amounts here involved are rela- 
tively small, the precedent established 
will radically affect electric utility as- 


Debit Credit 


2,873.30 
70,780.75 
11,124.76 


$84,778.81 


sets in Pennsylvania approximately a 
billion and a quarter dollars. It will 
have controlling effect upon the ques- 
tion of whether Pennsylvania consum- 
ers shall continue to pay excessive 
rates based on inflated capitalization 
placed upon the books of Pennsyl- 
vania electric utilities at the direction 
of holding companies, affiliated inter- 
ests and “free enterprise’’ financiers, 

The amount of dollars directly de- 
pendent upon this decision, as a prece- 
dent for future actions of this Com- 
mission, may be conservatively esti- 
mated at $250,000,000. Based on the 
national experience of Federal Power 
Commission involving inter alia elec- 
tric utilities affiliated with Pennsyl- 
vania electric utilities, the amount di- 
rectly affected would reach 30 per cent 
of fixed capital, or, $360,000,000.' 
The total of utility assets in Pennsyl- 
vania which will be both directly and 





$84,778.81 





1“Qver 250 public utilities have filed orig- 
inal cost studies contemplated by the System 
of Accounts with the Federal Power Com- 
mission. They report a total excess cost over 
original cost of $735,000,000. The amount, we 
believe, is considerably under the proper fig- 
ure. 

The Commission’s staff so far has made 
about 70 field studies. In 59 of these, the 
staff has increased the excess over original 
cost of $148,000,000, reported by the compa- 
nies, to about $400,000,000. The latter figure 
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is associated with original cost of $1,450,000; 
000, as shown by staff reports. The excess 
over original cost approximates 27 per cent. 
Excerpt from statement made by Leland 
Olds, Chairman, Federal Power Commission 
before the National Industrial Conference 
Board, New York city, May 20, 1942. 
“The Commission announced that as of Au- 
gust 1, 1942, there were 273 of these reports 
filed with it. These studies represent a re 
classification of eight and one-quarter_billion 
dollars of plant as of January 1, 1937. The 
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indirectly affected by this decision of 
the majority might reach or even ex- 
ceed half a billion dollars. 

Bradford Electric Company was in- 
corporated June 29, 1918, by the 
stockholders of Bradford Electric 
Light and Power Company for the ex- 
press purpose of taking over Bradford 
Electric Light and Power Company. 
Bradford Electric Company (called 
Bradford) also acquired the owner- 
ship of Eldred Electric Company inter 
alia and later absorbed both by merger 
prior to January 1, 1937. 

Both majority and minority are in 
agreement on the original cost of 
Bradford’s electric plant which ap- 
proximates $2,000,000. Our divergent 
views revolve around the sum of 
$70,780.75 which the majority be- 
lieves should be classified in Account 
100.5 but which the minority believes 


belongs in Account 107. The fore- 
going amount is composed of three 
elements as follows: 


1. Write-up of electric plant of 

Bradford Electric Light and 

Power Company prior to the 

transfer of assets to Bradford 

Electric Company, an affiliated 

company on January 1, 1919 .. $66,788.81 
. War tax covering transfer of 

properties as above 

. Organization cost 

Electric Company 3,691.94 
$70,780.75 


Bradford Electric Light and Power 
Company made a direct write-up on 


its books of accounts. The company 
then transferred all of its assets in 
exchange for the securities of the 
Bradford Electric Company. There 
had been a change in corporate iden- 
tity so far as the corporate fiction was 
concerned but the actual ownership of 
Bradford Electric Company after the 
transfer of assets was identical with 
the ownership that caused the write- 
up on the books of Bradford Electric 
Light and Power Company. The ma- 
jority, therefore, relies on the cor- 
porate fiction as its sole basis for its 
designation of the transaction as an 
“acquisition” by Bradford Electric 
Light and Power Company’s assets 
and, therefore, classifiable under Ac- 
count 100.5. This is just so much 
humbug and springs from the “wish 
as the father of the thought.” 

The text of the Uniform System of 
Accounts prescribed by the Federal 
Power Commission and adopted by 
this Commission on January 1, 1937, 
specifically rules this matter : 

“107 Electric Plant Adjustments. 

“A. This account shall include the 
difference between the original cost, 
estimated if not known, and the book 
cost of electric plant, at the effective 
date of this system of accounts, to the 
extent that such difference is not 
properly includible in Accounts 100.5, 
Electric Plant Acquisition Adjust- 
ments. Write-ups of electric plant 





273 companies filed studies showing $749,375,- 
664.99 excess over original cost of electric 
plant. Staff adjustments in the 64 field ex- 
aminations made to date increase this figure 
to $1,008,282,007.88. Of particular significance 
is the fact that only $232,879,195.96 was re- 
Ported by the 273 companies as classifiable in 
Account 107 (the account for write-ups), 
whereas staff adjustments in 64 cases alone 
have increased this figure by $326,118,834.24, 
or almost one hundred million dollars more 
than originally classified therein by the entire 
3 companies, 
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% ot 
Ex- 
cess 


Excess 
Cost 


Original 
Cost 
Electric plant 
of public 


utilities .. $1,399,444,475 $421,110,386 30% 


Of the $421,110,386, the amount of $362,- 
066,784, or 86 per cent is classifiable in Ac- 
count 107, which is the account provided 
specifically for write-ups.” 

Federal Power Commission Release No. 
2066 Nov. 4, 1942. 
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prior to the effective date of this sys- 
tem of accounts shall be recorded 
herein. 

“B. The amounts included in this 
account shall be classified in such man- 
ner as to show the nature of each 
amount included herein and shall be 
disposed of as the Commission may 
approve or direct. 

“Note—The provisions of this ac- 
count shall not be construed as approv- 
ing or authorizing the recording of 
appreciation of electric plant.” 

The write-up which is the basis of 
this dispute was made prior to Janu- 
ary 1, 1919 on the books of Bradford 
Electric Light and Power by the same 
management (stockholders) as those 
which the majority reason were dif- 
ferent because of the mere change in 
corporate name. The write-up was 


clearly prior to the effective date of 
the System of Accounts and as Ac- 
count 107 states “shall be recorded 
herein.” 


The majority takes the view that 
inasmuch as legally a new corporation 
came into existence when Bradford 
Electric Company was created, the 
cost to it is different from the cost of 
the same assets to its affiliated prede- 
cessor, Bradford Electric Light and 
Power Company. The majority, 
therefore, holds that the write-up in 
the books of the latter became a cost 
to the former upon the transfer of 
properties. Consistent with this view, 
they maintain the amount of the 
books of Bradford Electric Company 
in excess of original cost of properties 
is classifiable in Account 100.5 as an 
“acquisition adjustment.” Acquisi- 
tion adjustments represent the differ- 
ence between actual cost (purchase 
47 PUR(NS) 


price) and original cost. 
100.5 reads as follows: 

“A. This account shall include the 
difference between (a) the cost to the 
accounting utility of electric plant ac- 
quired as an operating unit or system 
by purchase, merger, consolidation, 
liquidation, or otherwise, and (b) the 
original cost, estimated if not known, 
of such property, less the amount or 
amounts which may be credited to the 
depreciation and amortization reserves 
of the accounting utility at the time 
of acquisition with respect to such 
property. The account shall be so 
subdivided when practicable as to 
show the amounts applicable to elec- 
tric plant in service, electric plant 
leased to others, and electric plant held 
for future use. (See Electric plant in- 
structions 2, 3, and 4.) 

“B. Whenever practicable, this ac- 
count shall be subdivided according to 
the character of the amounts included 
herein for each property acquisition. 

“C. The amounts recorded in this 
account with respect to each property 
acquisition shall be depreciated, amor- 
tized, or otherwise disposed of, as the 
Commission may approve or direct.” 

What the majority actually holds 
is that under this account the stock- 
holders who pulled out of their pock- 
ets stock certificates of Bradford 
Electric Light and Power Company 
and drew a line through the words 
“Light and Power” and put the cer- 
tificates back in their pockets had 
thereby added value to them. The 
minority finds it impossible to see how 
a transaction of this nature results in 
an actual cost to Bradford Electric 
Company in excess of the actual cost 
to the predecessor. 

Everybody condemns transactions 


Account 
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RE BRADFORD ELECTRIC CO. 


of this kind. In positions of trust, 
to effect such frauds is a criminal act. 
We can see no difference here. As 
representatives of the public interest, 
a trust placed upon us by law, this 
Commission has an obligation to re- 
quire that the amount of such write- 
ups be shown on the balance sheets of 
public utilities so that no reader there- 
of shall be misled. Account 107 is 
a balance sheet account and was de- 
liberately made so. Account 100.5 is 
not a balanec sheet account, but the 
amounts therein are includible, hid- 
den is a better word, in utility plant 
in the balance sheet. It is a generally 
accepted rule today among public ac- 
countants that inflationary items must 
be fully disclosed. It is the basis of 
the Public Utility Holding Company 
Act of 1935 and its “truth in securi- 
ties” policy. Certainly there is no bet- 
ter way for disclosure of inflationary 
items than setting forth the items 
separately in the balance sheet. 


The majority in relying upon the 
corporate fiction as the basis for class- 
ifying the write-up in Account 100.5 
as cost of acquisition seems to forget 
the Commission”s unanimous opin- 
ion, informally expressed, in the Har- 
ley D. Carpenter matters.* Harley D. 
Carpenter as an individual and as the 
owner of all of the stock of ten cor- 
porate public utilities had so muddled 
his books of accounts and corporate 
records as to require us to informally 
direct our accounting staff to ignore 
the corporate fiction and to treat the 
ten corporations and the individual as 
one. The Carpenter matter should 
receive the same treatment as Brad- 
ford, and vice versa. 

The law is well settled to the effect 
that the existence of a corporation 
can, in a proper case, be disregarded 
where necessary on the facts of the 
case, to prevent injustice.* There can 
be no doubt of the injustice made 
possible through classification of 





2Pennsylvania Public Utility Commission 


v. 
C. 13544—Conneaut Lake Borough Electric 
Service Company and Harley D. Carpenter, 
trading as an individual utility. 


C. 13545—Conneaut Lake Electric Light and 
Power Company of Sadsbury Township and 
an D. Carpenter, trading as an individual 
utility. 


C. 13546—East Fairfield Township Crawford 


Public Service Company and Harley D, Car- 
penter, trading as an individual utility. 


C. 13547—East Fallowfield Light and Power 
Company and Harley D. Carpenter, trading 
as an individual utility. 


C. 13548—Fairfield Township Light and 
Power Corporation and Harley D. Carpenter, 
trading as an individual utility. 

C. 13549—Saegertown Borough Electric Serv- 
ice Company and Harley D. Carpenter, trad- 
ing as an individual utility. 

C. 13550—Sparta Township Crawford Pub- 
lic Service Company and Harley D. Carpen- 
ter, trading as an individual utility. 


C. 13551—Union Township Crawford Public 


Service Company and Harley D. Carpenter, 
trading as an individual utility. 


C. 13552—West Fallowfield Light and Power 
Company and Harley D. Carpenter, trading 
as an individual utility. 


C. 13553—Cochranton Borough Electric Serv- 
ice Company and Harley D. Carpenter, trad- 
ing as an individual utility. 


8 Owl Fumigating Corp. v. California Cya- 
nide Co. (1929) 30 F(2d) 812, it was said 
that: if one corporation is mere agency or 
department of another, courts will place re- 
sponsibility where it actually belongs. 

In Illinois Bell Teleph. Co. v. Moynihan, 
38 F(2d) 77, 80, PUR1930B 148, 153, it was 
said: “Courts, of course, will look through 
form to substance. Where the power of stock 
ownership is so exercised as to commingle 
the affairs of the corporations and make 
them practically one, courts will not permit 
themselves ‘to be blinded or deceived by mere 
forms of law, regardless of fiction, will deal 
with the substance of the transaction involved 
as if the corporate agency did not exist and 
as the justice of the case may require.” 
See also United States ex rel. Attorney Gen- 
eral v.. Delaware & H. Co. (1909) 213 US 
366, 53 L ed 836, 29 S Ct 527. 
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write-ups between affiliated interests 
under Account 100.5. The provisions 
of that account permit the deprecia- 
tion or amortization of the items 
classified thereunder as the Commis- 
sion directs. Such provision would 
permit the amortization of such write- 
ups “above the line” or as an operat- 
ing expense, i.e., charge against the 
ratepayers, who would thus become 
innocent victims of the misconduct of 
the stockholders. Account 107 on the 
other hand by the very nature of the 
items includible thereunder, requires 
disposal of the items “below the line” 
which is a charge against income and, 
therefore, a charge against the stock- 
holder who perpetrated the original 
deceit. The majority ruling here 
would permit the perpetuation of the 
original fraud by a transfer of the 
amortization of the write-ups to the 
backs of the ratepayers through 100.5 
in order to relieve the stockholding 
wrongdoer although this is only part- 


ly true in the instant action. The mi- 
nority would place the burden where 
it rightfully belongs, on the owners 
who conceived the evil. If the possi- 
bility presented by the majority opin- 
ion was to take place in the original 
cost determination of other Associat- 
ed Gas and Electric Company proper- 
ties or Electric Bond and Share prop- 
erties or others, millions of dollars of 
inflation would be liquidated by rate- 
payers thereby effecting a grave in- 
justice. 

Summarizing the matter, the ma- 
jority holds that by the issuance of 
some additional stock certificates by 
Bradford Electric Company additional 
value was added to the property of 
Bradford Electric Light and Power at 
the time of the transfer. 

The principles which we of the mi- 
nority advocate are those generally 
accepted in practically every other 
jurisdiction both state and Federal.‘ 

The $300 tax item represents a war 





Perhaps the clearest statement of the ap- 
plicable law is contained in the opinion at 
Albrecht & Son v. Landy (1939) 27 F Supp 
65, 69: “A wholly owned subsidiary cor- 
poration may be a corporate entity, but, at 
the same time, it may be a mere instrumen- 
tality of the parent corporation to carry out 
its purpose and business. This question has 
been considered many times by the courts. 


‘ “Th considering an attempted reorganiza- 
tion in Gregory v. Helvering (1935) 293 US 
465, 469, 79 L ed 596, 55 S Ct 266, 267, 97 


ALR 1355, the court said: ‘Putting aside, 
then, the question of motive in respect of tax- 
ation altogether, and fixing the character of 
the proceeding by what actually occurred, 
what do we find? Simply an operation having 
no business or corporate purpose—a mere de- 
vice which put on the form of a corporate re- 
organization as a disguise for concealing its 
real character, and the sole object and ac- 
complishment of which was the consummation 
of a preconceived plan, not to reorganize a 
business or any part of a business, but to 
transfer a parcel of corporate shares to the 
petitioner. No doubt, a new and valid cor- 
poration was created. But that corporation 
was nothing more than a contrivance to the 
end last described.’ 
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“‘The rule is frequently stated in the fol- 
lowing terms: 

“<««(1) The legal fiction of distinct cor- 
porate existence will be disregarded, when 
necessary to circumvent fraud. (2) It may 
also be disregarded in a case where a cor- 
poration is so organized and controlled, and 
its affairs are so conducted, as to make it 
merely an instrumentality or adjunct of an- 
other corporation.” Re Watertown Paper 
Co. (1909) 169 Fed 252, 256.’” 

4A partial list of Federal decisions are 
listed below: 

Federal Power Commission: In Re Central 
Vermont Public Service Corporation Release 
Docket, I.T. 5807; Re Louisiana Pub. Utili- 
ties Co. (1942) I.T. 5811; Re Delaware 
Power & Light Co. (1943) I.T. 5810; Re 
Eastern Oregon Light & P. Co. (1943) IT. 
5815; Re Pacific Power & Light Co. (1942) 
Opinion No. 84, I.T. 5611, 46 PUR(NS) 
131; Re Carolina Power & Light Co. (1942) 
LT. 5701; Re St. Croix Falls Minnesota 
Improv. Co. (1942) Opinion No. 72, 43 PUR 
(NS) 1. 

Securities and Exchange Commission: Re 
Public Service Co. of Indiana (1942) Public 
Utility Holding Company Act Release No. 
3521; Re Iowa Pub. Service Co. (1938) 
3 SEC 1043, 1046. 
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tax on the transfer of properties from 
Bradford Electric Light and Power 
Company to Bradford Electric Com- 
pany through the affixing of stamps 
on the deed. The transaction did not 
result in an increase in property. For 
all practical purposes the same own- 
er continued in possession thereof, 
hence the expenditure was something 
that has no place in the plant account. 
It is elementary that taxes are not cap- 
italizable under any circumstances. 

The third item represents what ap- 
pears on the books of Eldred Electric 
Company as organization expense. 
The latter company was a subsidiary 
of Bradford Electric Company. When 
the properties of Eldred were taken 
over by Bradford, the organization 
cost of Eldred should have been re- 
tired. That part of the investment of 
Bradford in Eldred which could be 
associated with organization items 
should have been removed from the 
accounts at the time of the merger. 
It should be considered an unrecorded 
retirement which according to estab- 
lished practice in all other jurisdic- 
tions is classifiable in Account 107 un- 
til disposed of. 

These three items are similar to al- 
leged costs of the Associated Gas and 
Electric Company which this Com- 
mission attacked so vigorously five 
years ago but today’s action seems to 
indicate a change of heart as well as 
a change of personnel. To treat these 
write-ups as the majority has done is 
to be guided by form rather than sub- 
stance, 

There is one other point of dis- 
agreement. The majority has direct- 
ed that the amount of $3,991.94 (the 
sum of items 2 and 3, supra) included 
in Account 100.5, be charged off to 
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Account 505, Amortization of Electric 
Plant Acquisition Adjustments. Even 
if the amount were properly classifi- 
able in Account 100.5 this method of 
disposing of the items is wrong and in- 
dicates the danger in the philosophy 
of the majority. Account 505 is in the 
operating expense section and is, there- 
fore, a direct obligation of the rate- 
payer. Account 537 is the proper ac- 
count to be charged which would place 
the burden of the war stamp tax and 
organization expenses on the stock- 
holders who received the benefit. 
Even in arm’s-length transactions, 
cost in excess of original cost should 
not be treated as operating expenses. 
Intangibles are properly chargeable to 
Account 537 never to Account 505. 
St. Croix Falls Minnesota Improv. Co. 
F. P. C. Opinion No. 72, supra. 

In this case only small amounts are 
involved yet the principles are most 
important. The accounting practices 
advocated by the majority raise the 
red signal flag of “danger.” They 
are against the public interest. The 
next step following the Bradford mat- 
ter is the reclassification of the books 
of its affiliate in the Associated Gas 
and Electric Company group, Penn- 
sylvnia Electric Company. There we 
will deal with many millions apper- 
taining to like transactions. Appli- 
cation of the accounting chicanery 
present in this order can only result in 
transferring inflated capital to the 
ratepayer openly, boldly and with the 
sanction of law, that is, with the ap- 
proval of the majority of this Com- 
mission Bradford Electric Company 
could do but a slightly better job in its 
own interest. Appeasement and rub- 
ber stamping are synonymous. 

Here we are dealing with public 
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utilities which are subject to the prag- 
matic adjustments made necessary by 
the presence of public interest. The 
elements required for a decision are 
common sense and an ordinary appre- 
ciation of equity and justice. 

The respondent is a public utility. 
The public interest involved in such 
cases is the effect of any action by 
management upon the consumer. This 
is not true of competitive private busi- 
ness where bargain and sale is the 
rule and the law of caveat emptor ap- 
plies. In private business write-ups 
such as took place in this case affect 
none but the parties who made it, the 
stockholders. Therefore, to follow 
the accounting principles advocated by 
the majority may be the rule in general 
accounting for which I can find little 
support, but in public utility account- 
ing, an innocent third party, the con- 


sumer, enters the picture which re- 
quires a practical adjustment of ac- 


counting procedure to meet the 
changed condition. The law is well 
settled, “when one of two innocent 
persons must suffer, he, whose neglect 
has caused the loss, must bear it.” Re 
Ridgway, Budd & Co. (1850) 15 Pa 
177; Shattuck v. American Cement 
Co. (1903) 205 Pa 197, 54 Atl 785; 
19 American Jurisprudence 335, etc. 
Where true orginal cost has been 
recorded on the books of accounts of 
public utilities and the burden of car- 
rying inflated capital values and in- 
flated intangible costs has been taken 
from the backs of the ratepayers 
through a charge-off to income, regu- 
lation of public utility rates and serv- 
ice in the public interest becomes great- 
ly simplified and much less expensive. 
Where a thorough purging of the 
books does not take place, rate mak- 
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ing in particular remains the same old 
laborious, time-consuming, expensive 
process. An example of what can re- 
sult from a purge of the books and 
the application of the original cost 
principle is found in the very recent 
decision of the Federal Power Com- 
mission in Re Northern Nat. Gas Co, 
(Omaha, Nebraska). Quoting from 
the Federal Power Commission’s Re- 
lease No. 2134 (G—479), the Commis- 
sion said in a memorandum opinion: 

“The company and the Commission 
were saved considerable expense that 
would otherwise have been required 
if a more extended formal investiga- 
tion were to be made and hearings 
held.” And adds: 

“This case and the others like it are 
examples of regulation made effective 
and simple by the use of the original 
cost formula and acceptance of the 
principles by the companies involved. 
The results are reasonable and fair to 
the companies and to the public.” 

Because the majority order indi- 
cates an undoubted preference for the 
investor over the consumer ; because it 
is our sworn duty to protect the con- 
sumer from such practices, as set forth 
herein, I must record my objection 
to the majority order. 


BEAMISH, Commissioner, dissent- 
ing: I cannot agree with the action 
of the majority in placing the item of 
$66,788.81 in Account 100.5 in this 
matter. 

The amount in question is an admit- 
ted write-up which, in my judgment, 
should be placed under the classifica- 
tion of Account 107. 

Bradford Electric Light and Power 
Company transformed itself into 
Bradford Electric Company on June 
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RE BRADFORD ELECTRIC CO. 


29, 1918, for the sole and express 
purpose of taking over the property 
and operations of the power company. 
These two companies were owned and 
operated by the same persons. In the 
transaction there was an issuance of 
securities of Bradford Electric Com- 
pany which included this write-up of 
the electric plant. There was no arm’s- 
length bargain. The seller was the 
buyer and, as such, dictated the write- 
up. The inflated cost was wholly arti- 
ficial in character and, as such, had no 
basis in cash or in any reasonable con- 
sideration. It was in truth a pretend- 
ed cost and was not in any sense a real 
cost. As a write-up its effect could 
not be otherwise than to depress the 
value of shares for which actual cash 
was paid and to tend to increase the 
burden upon ratepayers by furnishing 
a basis for increased rates. 

The Uniform System of Account- 
ing, under which both Federal and 
state Commissions operate, provides 
for a classification known as Account 
107 into which are placed write-ups by 
affiliates operating at less than arm’s 
length. These are items that are by 
such classification plainly marked as 
suspect and as proper items for investi- 
gation and purging. Enormous sums 
of money have been extorted from the 
investors of Pennsylvania by means of 
write-ups that have flooded the market 
with securities based upon nothing 
more substantial than wind, water, and 
graft. 

Operations of the professional pro- 
moters of write-ups of public utilities 
have been a scandal in this country. 
Pennsylvania has been a happy hunt- 
ing-ground for these operators. They 
have seduced directors of utility com- 
panies and public officials to whom the 
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duty of safeguarding investors and 
ratepayers has been committed. 

After the last war when a “return to 
normalcy” was the vogue, these write- 
ups were the leading factor in the orgy 
of speculation which resulted in the 
financial crash and the disastrous de- 
pression of 1929 and the following 
years. 

As one precaution against the recur- 
rence of that disaster, the committee 
that devised the Uniform System of 
Accounts set up Account 107 as a red 
flag warning both investors and the 
general public of what would be set 
forth under that classification. I 
quote from the official classification of 
Account 107: 

“Write-ups of electric plant prior to 
the effective date of this system of ac- 
counts shall be included herein. 

“Note—the provision of this ac- 
count shall not be construed as approv- 
ing or authorizing the recording of ap- 
preciation of electric plant.” 

The item of $66,788.81 is most cer- 
tainly a write-up. It is most certainly 
an “appreciation of electric plant.” It 
belongs in Account 107 and nowhere 
else. 

The Commission, by its action in 
this matter, virtually abolishes Ac- 
count 107 so far as Pennsylvania is 
concerned. Write-ups are to be placed 
in the comparatively harmless milk 
and water account known as 100.5. 

The Federal Power Commission 
and the Securities and Exchange Com- 
mission have ruled in direct contradic- 
tion to the Pennsylvania Commission 
in this matter. I find in the current 
issue of “The Public Utilities Fort- 
nightly” the decision of the Federal 
Power Commission, Re Pacific Power 
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& Light Co. 46 PUR(NS) 131. On 
page 138 I find this language: 

“Cost, not value, is the fundamen- 
tal basis of accounting for public util- 
ity plant, as well as for plant of other 
enterprises. Our System of Accounts 
like all accounting systems prescribed 
by regulatory agencies, is grounded 
firmly in the cost principle. 

“Our views on that subject are un- 
changed. 

“We find, therefore, that the 
amount of $4,121,981.41 is a write- 
up of electric plant and is properly 
classifiable in Account 107, Electric 
Plant Adjustments. 

“Disposition of the Write-up Class- 
ifiable in Account 107. 

“(4) We have determined that the 
excess of $4,121,981.41 does not rep- 
resent a valid cost of property and is 
properly classifiable in Account 107. 
The provisions of Account 107 require 
the amounts recorded therein to be 
disposed of as we may approve or di- 
rect. We hold that, in accordance 
with sound principles of accounting, 
the amounts should be expunged im- 
mediately.” 

The Securities and Exchange Com- 
mission of the Federal government has 
taken an even stronger position in con- 
sidering write-ups. 

Commenting upon its decision in 
“Re Public Service Co. of Indiana 
(1942) Holding Company Act Re- 
lease No. 3521,” the Commission said : 

“Our position in regard to the prop- 
er disposition and accounting treat- 
ment of ‘write-ups’ is well-known. 
Such items are merely ‘fictitious or 
paper increments’ and proper corpo- 
rate accounting, quite apart from the 
requirements of regulatory authori- 
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ties, requires their immediate elimina- 
tion. See American Accounting As- 
sociation, Accounting Principles Un- 
derlying Corporate Financial State- 
ments (1941); American Institute of 
Accountants, Accounting Research 
Bulletin No. 5 (1940); American 
Teleph. & Teleg. Co. v. United States 
(1936) 299 US 232, 240, 81 Led 142, 
16 PUR(NS) 225, 57 S Ct 170. In 
the field of public utilities where mo- 
nopolistic conditions prevail, the neces- 
sity of protecting investors and con- 
sumers from the evils of inflationary 
manipulations of asset accounts under- 
scores the requirements of ordinary 
corporate accounting. Consumers are 
defrauded when they are forced to pay 
a return on assets arbitrarily written 
skyward, and investors, who receive 
in return for their savings securities 
based upon watered accounts and not 
tangible physical assets, inevitably suf- 
fer heavy disillusionment. 

“Tt has been our policy to require 
that such ‘write-ups’ be immediately 
written off the books by charges to 
earned surplus. See Re Georgia Pow- 
er Co. (1941) Holding Company Act 
Release No. 2586, 8 SEC 656; Re 
Gulf Power Co. (1941) Holding 
Company Act Release No. 3018; Re 
Mississippi Power Co. (1941) Hold- 
ing Company Act Release No. 3019, 
44 PUR(NS) 465; Re Alabama Pow- 
er Co. (1941) Holding Company Act 
Release No. 3227. See also Re St. 
Croix Falls Minnesota Improv. Co. 
and St. Croix Falls Wisconsin Im- 
prov. Co. (Fed PC 1942) Opinion 
No. 72,43 PUR(NS) 1.” 


It is important that Pennsylvania 
shall not return to the days when the 
watering of stocks was a commonplace 


of public utility manipulations. The 
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danger of a return to the inflationary 
practices that brought about the finan- 
cial crash beginning in 1929 is real 
and imminent. 

The decision of the majority in this 
Bradford Electric Case may prove to 


be the thin entering wedge which may 
bring about another epidemic of specu- 
lation. Account 107 was devised to 
shut off write-ups. 

To abandon 107 is in my judgment 
a tragic mistake. 





DISTRICT OF COLUMBIA PUBLIC UTILITIES COMMISSION 


Re Capital Transit Company 


[PUC No. 3342, Formal Case No. 327, Order No. 2492.] 


Service, § 187 — Installation of bus lines — Postponement — War emergency. 
The effective date of an order for the installation of a bus line should be 
postponed at the request of the Director of the Office of Defense Trans- 
portation in recognition of the seriousness of the situation with respect to 
supplies of equipment, rubber, and gasoline as emphasized by members of 
the Office of Defense Transportation and by the issuance of a directive by 
that office to all transit companies and taxicabs to formulate plans immedi- 
ately for drastic curtailment of service under emergency conditions during 


war. 


(HankINn, Commissioner, dissents.) 
[January 28, 1943.] 


EQUEST by Director of Office of Defense Transportation for 
R postponement of order to install bus line; postponement 
ordered. 


By the Commission : Under date of 
January 23, 1943, a letter was ad- 
dressed to this Commission by Mr. Jo- 
seph B. Eastman, Director of the Of- 
fice of Defense Transportation, to the 
effect that the installation of the pro- 
posed Nebraska Avenue-Loughboro 
Road bus line as contemplated in Order 
No. 2450 would be inconsistent with 
the policies of the Office of Defense 
Transportation. The request was 
made by Mr. Eastman that this Com- 
mission gives serious consideration to 
rescinding Order No. 2450 or at least 
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to postponing its effective date for a 
period of sixty days. 

Following the receipt of this letter, 
the Commissioners had an interview 
with Mr. Eastman and with members 
of his staff, at which the Commission- 
ers discussed the events leading up to 
the promulgation of this order and ex- 
pressed their view that in the general 
approach to the problem of conserva- 
tion of equipment, rubber, and gaso- 
line their principal objective was to 
comply fully with the policies enunci- 
ated by the Office of Defense Trans- 
portation. 
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During the discussions, the serious- 
ness of the situation with respect to 
supplies of equipment, rubber, and gas- 
oline was emphasized by the members 
of the Office of Defense Transporta- 
tion who participated in the confer- 
ences. While the Commission is still 
of the opinion that the installation of 
this line is necessary in order to pro- 
vide adequate transportation facilities, 
it is bound to recognize the existing 
critical situation, which has been em- 
phasized through the issuance lately 
of a directive from the Office of De- 
fense Transportation to all transit 
companies and taxicabs to formulate 
plans immediately for drastic curtail- 
ment of service under emergency con- 
ditions. The Commission, therefore, 
feels that the request of the Director 
of the Office of Defense Transporta- 
tion for a postponement of sixty days 
of the effective date of Order No. 2450 
is a reasonable one and should be 
granted. 


It is ordered: That the effective 
date of Order No. 2450 be, and it is 
hereby, postponed to March 31, 1943. 


By the Commission (Chairman 
Flanagan and Commissioner Kutz). 
Commissioner Hankin dissents for the 
reasons given in a separate opinion. 


Commissioner HANKIN, dissenting : 
It is not a pleasant task to write a dis- 
senting opinion. It is a task under- 
taken only because of the dictates of 
one’s sense of duty. It is still harder 
to dissent when the Commission is 
unanimous on the substance of the 
matter in controversy, and when the 
majority feels compelled to arrive at 
a conclusion contrary to its own judg- 
ment. It is hardest of all to dis- 
sent from compliance with a request 


made by the pioneer in the regulation 
of transportation in the public interest 
—Joseph B. Eastman, the Director of 
Defense Transportation. With all 
due deference to him, I feel I must set 
forth my dissenting views. 

On December 11, 1942, this Com- 
mission ordered the establishment of 
a bus line to operate between Tenley 
circle and MacArthur boulevard over 
Nebraska avenue and Loughboro road 
It was a step toward the establishment 
of crosstown transportation over Mil- 
itary road and by connections with this 
line from the Chevy Chase area to 
MacArthur boulevard. The order 
was issued after extensive hearings, 
and, after a thorough analysis of the 
needs of the people of the District of 
Columbia for such transportation. 
The order was issued, also, with a 
view of relieving the congestion which 
now exists on the H-2 crosstown line, 
and thus save some of the busses 
thereon from excessive wear and tear. 


After this line was established, nu- 
merous representations were made by 
the Regional Committee of the Office 
of Defense Transportation to our chief 
engineer to the effect that this line was 
not necessary in view of the present 
conditions; that it was not in con- 
formity with the policy of the Office 
of the Defense Transportation to save 
gasoline, rubber, and equipment; and 
that, therefore, the order of Decem- 
ber 11, 1942, should be revoked. The 
Commission declined to take such step 
for the reasons more fully developed 
below. Finally, on January 23, 1943, 
the Director of Defense Transporta- 
tion addressed a letter to the Chair- 
man of this Commission, requesting 
the recision of the order, or its post- 
ponement for a period of sixty days. 
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In his letter the Director of Defense 
Transportation intimated that this 
Commission was not following the 
policies of the Office of Defense Trans- 
portation, at least to the extent of this 
step taken. Neither in the letter, nor 
in the conferences which followed, did 
it appear what might be accomplished 
by the postponement of the order for 
a period of sixty days. 

Two members of the Commission 
conferred with the Director of De- 
fense Transportation and two of his 
assistants. It appeared that the differ- 
ence in policy, if any, revolved about 
the fundamental question: What is 
the role that local Commissions should 
play in the furtherance of the policies 
of the Office of Defense Transporta- 
tion, consistently with the duties and 
obligations to the public. Specifically, 
must this Commission save bus miles 


only by withdrawing service from the 
public, or may it effect savings by re- 
arrangement of service, adding bus 
transportation in one place and sub- 
tracting it from another place, so long 
as the result is the same or even a 
greater saving in bus miles? 


Another conference was held by the 
entire Commission with the Chief of 
Local Transport, at which the matter 
was discussed at length. No conclu- 
sions were reached at these confer- 
ences. To the question of the Chair- 
man of this Commission whether the 
Office of Defense Transportation 
would undertake to nullify our order, 
if we declined to rescind it or to post- 
pone it, the Chief of Local Transport 
made no definite response. The entire 
Commission is unanimously of the 
view that the bus line should go into 
operation, but the majority decided to 
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comply with the request of the Direc- 
tor of Defense Transportation. 

Ever since the establishment of the 
Office of Defense Transportation and 
the promulgation of its general plan 
of conserving rubber, gasoline, and 
equipment, this Commission has adopt- 
ed the plan as its own. In this we had 
a dual obligation: To aid in the war 
effort, and to save the transportation 
facilities to meet our future transpor- 
tation needs. As early as May 2, 1942, 
this Commission, together with rep- 
resentatives of the Maryland and Vir- 
ginia Commissions, had a conference 
with the Chief of Local Transport of 
the Office of Defense Transportation. 
At this conference it was agreed that 
these Commissions would adopt the 
policies of the Office of Defense 
Transportation, but that the applica- 
tions of these policies would be left to 
the local Commissioners. The main 
reason for this arrangement was that 
conservation of bus miles is a matter 
which must be determined upon the 
facts inherent in local conditions, and 
there are ways of conserving bus miles 
other than by merely diminishing 
service. Bus miles can be saved by a 
rearrangement of the service, or by 
introduction of a selective express bus 
operation which would eliminate wast- 
age in carrying capacity,’ and at times 
even by the establishment of addition- 
al lines. An apt illustration of the 
last method is the establishment of the 
H-2 crosstown line. Before the es- 
tablishment of this line persons were 
obliged to ride over long distances to 
destinations which they can now reach 
by traveling less than one-half or less 
than one-fourth of the distance. While 





1See opinion in Formal Case No. 325, in 
Re 16th Street Bus Operation, Nov. 5, 1942. 
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the travel of an occasional passenger 
over a short distance, rather than a 
long distance, will not result in any 
difference in bus miles, quite a differ- 
ent situation is presented when over 
20,000 persons per day engage in such 
travel in crowded busses. True, the 
number of bus miles thus saved is not 
susceptible of exact ascertainment, yet 
it is evident that the saving in bus 
miles on account of the establishment 
of the H-2 crosstown line must be 
very substantial. 

Pursuant to the policy of conserva- 
tion, this Commission has already cur- 
tailed as much as 1,500,000 bus miles 
per year. This saving does not take 
into consideration that the bus passen- 
gers increased by 65 per cent for the 
period of January through November 
1942, as compared with January 
through November, 1941, and that 
the number of bus miles has not in- 
creased in the same proportion. Tak- 
ing into consideration the number of 
passengers carried, the curtailment of 
1,500,000 bus miles per year is equiv- 
alent to 6,279,000 bus miles per year. 
In other words, in the interest of con- 
servation we have deprived our people 
of over 20 per cent of bus service. 
This is not all. Only a few days ago 
we have ordered a saving of 550,000 
additional miles, and were contemplat- 
ing further changes which would re- 
sult in additional and very substantial 
changes. 


In view of these painful accomplish- 
ments, it cannot be intimated that this 
Commission is not complying with the 
general plan of the Office of Defense 


Transportation. It is said, however, 
that the establishment of the Lough- 
boro road bus line is in conflict with 
the policy that no new extensions be 
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had except to war plants. I think that 
this is stretching the term “policy” to 
an unwarranted extent. While the 
various standards prescribed by the 
Office of Defense Transportation are 
often spoken of as “policies,” there 
was but one policy announced, and 
that is to conserve gasoline and rub- 
ber. The curtailment of bus service, 
the shifting of passengers from busses 
to rail lines, the avoidance of estab- 
lishing new lines are all applications of 
this policy. The establishment of new 
lines for war workers appears as an 
exception to the methods to be pur- 
sued in the promulgation of the policy 
of conservation. The question, there- 
fore, resolves itself into one of appli- 
cation. 

In the hearings on the establishment 
of a crosstown line over Military road 
and of the Loughboro road line, it be- 
came evident that the bus lines would 
furnish transportation to such impor- 
tant defense plants as the War Map- 
ping Service at Dalecarlia, the Bureau 
of Standards, Walter Reed Hospital, 
the Naval Medical Center, and other 
places where war work is being carried 
on. It would, therefore, appear that 
the establishment of this line would 
come within the exception in the ap- 
plications of the O.D.T. policy. In 
other words, that these lines could, 
consistently with the policy, be estab- 
lished, despite the fact that it would 
mean adding bus miles. Nevertheless, 
it has been the policy of this Commis- 
sion to avoid the establishment of even 
such lines, unless this could be accom- 
plished simultaneously with other 
changes, so that the net result would 
be a saving, rather than an increase, 
in bus miles. 


Accordingly, on December 11, 
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1942, we issued Order No. 2450, es- 
tablishing the Loughboro road line, 
but simultaneously therewith we is- 
sued Orders Nos. 2448 and 2449, mod- 
ifying the service over the Woodley 
road bus line and over the Glover 
Park—Foxhall village—Trinidad bus 
line, so that the net result was a sav- 
ing of 86,580 miles per year. We 
have delayed in the establishment of 
the Military road crosstown bus line, 
because we felt it necessary to estab- 
lish such line only with a simultaneous 
rearrangement and curtailment of oth- 
er service so as to increase, but pref- 
erably to diminish, the bus miles. We 
have recently worked out a plan where- 
by another stage in this crosstown 
transportation could be accomplished 
with a net saving of 1,500 miles per 
year, plus whatever mileage might be 
saved through relieving the congestion 
on the H-2 cross-town line. 

It seems to me that we cannot do 
otherwise than to rearrange bus serv- 
ice in the process of diminishing on 
the number of bus miles, and that the 
request of the Director of Defense 
Transportation, that we save bus miles 
without giving additional service 
where the transportation service is in- 
adequate, goes contrary to our funda- 
mental obligations under the statute 
under which we operate. We cannot 
surrender our functions and duties in 
this manner. 

At the conference between the Vir- 
ginia and Maryland and District of 
Columbia Commissions and the Chief 
of Local Transport of the Office of 
Defense Transportation, already re- 
ferred to, there was another reason 
stated why the applications of the pol- 
icy of conservation should be left to 
the local Commissions rather than be 
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pursued by both Federal and local 
agencies. With this dual setup of reg- 
ulation, one must avoid conflict; one 
must especially avoid situations where 
the carriers might play one agency 
against the other. It is interesting to 
note that in all instances where a con- 
troversy has arisen either between the 
Commission or the public on the one 
hand, and the Capital Transit Com- 
pany on the other, the Regional Com- 
mittee of the Office of Defense Trans- 
portation has appeared to urge the 
viewpoint of the Capital Transit Com- 
pany. 

1. The establishment of the Lough- 
boro road line was opposed by the Cap- 
ital Transit Company, hence by the 
Regional Committee, and now by the 

ffice of Defense Transportation it- 
self. 

2. In connection with the proceed- 
ings for the establishment of express 
bus service on 16th street, it was con- 
templated to discontinue that part of 
the S-2 bus line which runs between 
Georgia avenue and 16th street, the 
purpose being to advance the policy of 
conservation by shifting a large num- 
ber of passengers to the Georgia ave- 
nue car line. The Capital Transit 
Company was opposed to this change ; 
the executive secretary of the Region- 
al Committee appeared at the hearing 
and likewise opposed this change. 
Asked whether that would be in con- 
formity with the policy of the Office 
of Defense Transportation, and why 
he is opposed to shifting these passen- 
gers from busses to rail lines, he an- 
swered : 

“Of course, I don’t know what the 
habits are of those people there. I 
should think they live in—those are 
nice places along Alaska avenue. I 
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don’t know what kind of walkers they 
make, Iam sure. Their inclination, I 
imagine, would be to — well, I 
wouldn’t like to say.” (Record, For- 
mal Case No. 325, p. 296.) 


But quite a different attitude was 
taken by the same representative of 
the Regional Committee when he tes- 
tified in connection with the Takoma, 
Petworth, and Chillum Bus Lines (see 
Formal Case No. 328, pp. 65 through 
78), where the shifting of others to 
the Georgia avenue car line was urged 
by the Transit Company. 

3. The Capital Transit Company 
opposed the establishment of a selec- 
tive express bus system on 16th street, 
and the Regional Committee likewise 
opposed it, although for what reasons 
it is very difficult to see, especially 
since the selective express bus system 
was designed to save bus miles, also 
wear and tear of equipment. Since 
the establishment of the express bus 
system on 16th street, we have received 
reports on the loadings of the express 
busses, as compared with the loadings 
on the local busses. The former show 
a much greater percenatge of loading, 
except for two busses operating in the 
evening, which evidently are scheduled 
at the wrong time, and which should 
be moved to another time of operation 
when the loadings will be much great- 
er, and if that doesn’t work, those two 
busses should be taken off the express 
bus service. 

4. This Commission has been great- 
ly concerned with transportation to 
the Pentagon and Navy Annex build- 
ings. A plan has been worked out by 
one of the Engineers of the Army, in 
collaboration with our engineers, 
whereby express bus service could be 
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instituted between various areas in the 
District of Columbia and the Penta- 
gon and Navy Annex buildings. This, 
it was calculated, would reduce the 
time of travel and increase the efficien- 
cy of the war workers. The Capital 
Transit Company opposed it, and so 
did the Regional Committee. It is en- 
tirely problematical whether a selective 
express bus service of this character 
would involve additional bus miles. 
Still, if savings are to be made, they 
should be made at the expense of per- 
sons working in private enterprises, or 
in the civilian departments, or where 
direct street car service is available, 
and not at the expense of the most im- 
portant of the war plants, the Penta- 
gon building and Navy Annex. Even 
this was opposed by the Regional 
Committee. 

It is as I feared last May. If the 
Capital Transit Company opposes any 
plan looking toward the improvement 
of service, it now has an appeal to the 
Office of Defense Transportation, for 
any improvement of service, even if 
it saves bus miles, can be shown to be 
an increase in bus miles at some par- 
ticular place. We may soon find our- 
selves in the position where we can 
regulate only in the manner in which 
the Capital Transit Company or the 
Office of Defense Transportation want 
us to regulate. 

In the curtailment of bus miles, we 
cannot be guided entirely by the wish- 
es of the Capital Transit Company. 
Our primary obligation is to serve the 
people of the District of Columbia. 
We cannot favor one section of the 
city as against another. When we em- 
bark upon a program of conservation, 
we cannot merely diminish bus miles. 
We must at all times see to it that 
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whatever transportation is available 
due to the exigencies of war, the fa- 
cilities will be shared as nearly as pos- 
sible by all the people. 

With all due deference to the Direc- 
tor of Defense Transportation, I do 
not think we should revoke or even 


suspend Order No. 2450. Otherwise, 
we should be surrendering our obli- 
gations, and, what is worse, we should 
leave the people without appeal to us, 
as the agency constituted by law, when- 
ever the transportation service fails to 
meet their needs. 





WISCONSIN PUBLIC SERVICE COMMISSION 


Re Village of North Freedom 


[2-U-1872.] 


Rates, § 313 — Charge for additional users — Water — Flat rates. 


A water utility should be permitted to make a charge for each additional 
customer supplied through one service where customers are supplied on 


an unmetered basis: 


Rates, § 313 — Unit of service — Customer — Definition. 
Definition of “customer” or “unit of service” for the purpose of applying 
a charge for additional users of water, p. 186. 


[Februarv 8, 1943.] 


PPLICATION for authority to make a charge for additional 
A customers supplied through single services; granted. 


By the Commission: Application 
was filed October 13, 1942, by the vil- 
lage of North Freedom, Saulk coun- 
ty, as a public water utility, for au- 
thority to increase its rates for water 
service by adding to the existing 
schedules a rate of 75 cents per quar- 
ter for each additional customer sup- 
plied through one service. 

Notice of the proposed increase in 
rates was given to the Federal Price 
Administrator on January 4, 1943, 
which notice included a consent to his 
intervention in this proceeding. 
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Neither the administrator nor the Of- 
fice of Price Administration has so in- 
tervened or made any objection to the 
proposed increase. 


APPEARANCES: Max B. Pawilisch, 
Village President, and Edyn B. As- 
penwall, Village Clerk, for the village 
of North Freedom; P. A. Reynolds, 
Rates and Research Department, of 
the Commission staff. 


From the application filed and from 
the record it appears there now exists 
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in North Freedom a large number of 
multiple dwelling units with several 
customers served through single con- 
nections. Further, there are others 
that have no water in their apartments 
but have access to fixtures from which 
they carry water for their own uses. 
This situation has arisen as a result 
of the recent influx of war industry 
workers. 

Application is made to add to the 
existing schedules a rate of 75 cents 
per quarter for each additional cus- 
tomer supplied through one service. 

The line of demarcation between 
various groups of ratepayers cannot 
always be clearly defined. In many 
water utility cases that have been be- 
fore us, we have established what 
have been considered reasonable rules, 
one of which is the definition of a 
customer or unit of service. A check 
of the data and information before us 
in this case will indicate whether the 
standard definition is one that should 
be adopted. 

From the record it appears there are 
about fifty-eight users who may be 
classified, depending upon the defini- 
tion adopted, either as separate cus- 
tomers or as additional takers and sub- 
ject to the seventy-five cents per quar- 
ter proposed. It is estimated this 
charge will add between $75 and $80 
to the annual revenue and will have 
but slight effect on the return earned 
by the utility. 

All customers are supplied on an 
unmetered basis. Attempts by the 
utility to meter service have been 
abandoned principally on account of 
sand in the mains. As a general rule, 
the supplying of water on a flat rate 
basis results in a larger pumpage per 
customer due to the lack of check on 
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the wastage of water. Applicant now 
contends that through the influx of 
new families because of emergency 
war plant work available, it has al- 
ready pumped in nine months more 
water than has been pumped in any 
whole year previous. There is no 
sewer system so that it is not easy to 
dispose of wasted water; consequent- 
ly it appears that the increased pump- 
age was used. 

No one has the right to the service 
of a water utility until he has made 
his contribution towards the cost of 
operating and maintaining a plant 
ready at all times to serve its cus- 
tomers. The customer who supplies 
his neighbor through his service con- 
nection deprives the utility of its right 
to collect the just share of the capacity 
and demand expenses from those who 
procure their water habitually from 
the service furnished to their neigh- 
bors. We have held in so many cases 
that a reasonable charge should be ap- 
plied to those habitually resorting to 
the services of neighbors or to those 
takers considered as additional cus- 
tomers on a service line that it appears 
reasonable to approve the application 
in this case. After a careful review 
and analysis of the record we believe 
that reasonable and equitable rules and 
rates as outlined below can be estab- 
lished to supplement the existing 
schedule. 

(A) A customer or unit of service 
shall consist of any aggregation of 
space or area occupied for a distinct 
purpose such as a residence, an apart- 
ment, a suite of rooms, a flat, store, 
office, tavern, factory, etc., which is 
equipped with one or more fixtures 
for rendering service separate and dis- 
tinct from other users. 
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(B) Suites of rooms in houses, or 
apartments, having one, two, or more 
rooms and with toilet facilities, but 
without kitchen facilities for cooking, 
are classed as rooming houses. Of 
premises containing such suites of 
rooms the property owner shall be 
billed for the fixtures in use in ac- 
cordance with the filed flat rates. 

(C) Premises containing more than 
one unit of service as defined in para- 
graph (A) shall have each unit of 
service regarded as one consumer and 
the surcharge of 75 cents per quarter 
for additional consumers on the serv- 
ice, shall be assessed accordingly. 

(D) Where a water user, as de- 
fined in paragraph (A) but having 
no fixtures, is so situated that he must 
carry all or the larger part of his en- 
tire requirements from fixtures sup- 
plying the property owner or other 
takers, or he habitually turns to such 
fixtures for his own uses, the prop- 
erty Owner permitting such use shall 


pay 75 cents per quarter for each 
taker. 


The Commission finds: 

1. That the existing schedule of 
rates of the village of North Freedom, 
as a water public utility, in so far as 
modified by the order herein, is un- 
reasonable and discriminatory in that 
certain customers are receiving free 
service. 

2. That the rate and rules as here- 
inafter ordered and prescribed for 
service to additional customers on a 
single service are just and reasonable. 


ORDER 


It is therefore ordered: 

That the village of North Freedom, 
as a public water utility, be and here- 
by is authorized to apply a rate of 75 
cents per quarter for each additional 
customer supplied through one service 
under the rules set forth in the opin- 
ion herein. 





DISTRICT OF COLUMBIA PUBLIC UTILITIES COMMISSION 


Federation of Citizens’ Associations et al. 


Capital ‘Views Company 


[Formal Case No. 309, Order No. 2484.] 


Discrimination, § 95 — Bus and street car fares — Sale of tokens. 
1. The sale of six tokens for 50 cents rather than the sale of three tokens 
for 25 cents for transportation on busses and street cars does not constitute 
an unjust or unreasonable discrimination, p. 188. 

Rates, § 319.1 — Bus and street car fares — Sale of tokens. 
2. The sale of three tokens for 25 cents for transportation on busses and 
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street cars, where six tokens for 50 cents were being sold, was ordered for 
a trial period upon a finding that this was a convenient method of selling 
tokens and that it might facilitate individual transactions, p. 189. 


(HANKIN, Commissioner, concurs in separate opinion.) 
[January 22, 1943.] 


PPLICATION for order requiring sale of three tokens for 25 
A cents instead of six tokens for 50 cents; upon rehearing 
application granted. For earlier decision limited to discrimina- 


tion question, see (1942) 46 PUR(NS) 232. 
¥ 


By the Commission: This matter opened the proceedings by Order No. 


was heard on application of the Fed- 
eration of Citizens’ Associations and 
the Federation of Civic Associations 
that the Commission order the sale by 
the Capital Transit Company of three 
tokens for 25 cents, instead of six for 
50 cents as provided in Order No. 
1634, dated November 3, 1937, 21 
PUR(NS) 26. When this matter 
came on for hearing in January, 1942, 
the Commission limited the proceed- 
ings to the single question whether the 
sale of six tokens for 50 cents rather 
than three for 25 cents constituted an 
unjust and unreasonable discrimina- 
tion. 

The testimony in that proceeding 
was to the effect that there are many 
people in the District of Columbia in 
the low-income group and that the 
purchase of six tokens for 50 cents 
constituted a hardship upon them. Up- 
on the record made in that proceeding 
the Commission found that the appli- 
cants had failed to show unjust or un- 
reasonable discrimination, and the 
Commission, by Order No. 2278, 46 
PUR(NS) 232, dismissed the appli- 
cation without prejudice. 

Upon the petition of the Ft. Davis 
Citizens’ Association to reconsider 
Order No. 2278, the Commission re- 
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2454, Dec. 18, 1942, and set it for 
further hearing on January 12, 1943. 
The prehearing conference limited the 
proceeding to the sole question wheth- 
er or not the sale of six tokens for 50 
cents rather than three for 25 cents 
constituted an unjust and undue dis- 
crimination. 

[1] The petitioners cite no author- 
ity, and none has come to the atten- 
tion of the Commission, in which it 
has ever been held that the lack of a 
coin of a specific amount, or the in- 
ability to pay an established rate, con- 
stitutes discrimination. The estab- 
lished rates, including the token rate, 
apply alike to all passengers, and the 
same services are afforded to all pas- 
sengers, whether they use a weekly 
pass or a token or pay a cash fare. In 
the reopened proceedings, conflicting 
evidence was presented both as to the 
hardship imposed upon people in the 
lower-income group and as to the con- 
venience to the public to be afforded 
by the sale of three tokens for 25 cents 
as against six tokens for 50 cents and 
vice versa. The weight of evidence, 
however, will support a finding by the 
Commission that the sale of six tokens 
for 50 cents rather than three tokens 
for 25 cents does not constitute dis- 
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crimination, and the Commission so 
finds. 

[2] The Commission finds from 
the testimony of record that the sale 
of three tokens for 25 cents is a con- 
venient method of selling tokens and 
that it may facilitate individual trans- 
actions. It is therefore the opinion of 
the Commission that an order putting 
into effect the sale of three tokens for 
25 cents for a trial period is reason- 
able and in the public interest. 

It is ordered: 

Section 1. That the Capital Trans- 
it Company be, and it is hereby, au- 
thorized and directed to sell tokens at 
the rate of three for 25 cents until 
further order of this Commission. 

Section 2. That the provisions of 
§ 1 of Order No. 1634, in so far as 
they are inconsistent with § 1 hereof, 
be suspended. ; 

Section 3. That this order take ef- 
fect on or before 12:01 a. M., Janu- 
ary 31, 1943. 


HANKIN, Commissioner, concur- 
ring: I concur in the result reached, 
but for a different reason, namely, 
that the sale of six tokens for 50 cents 
results in unjust discrimination which 
will be diminished through the sale of 
three tokens for 25 cents. 

By Order No. 2278 (dated May 12, 
1942, but issued November 20, 1942, 
46 PUR(NS) 232) this Commission 
denied the application of the Federa- 
tion of Citizens’ Associations and the 
Federation of Civic Associations for 
a change in the sale of tokens from six 
for 50 cents, as provided in Order No. 
1634, dated November 3, 1937, 21 
PUR(NS) 26, to three tokens for 25 
cents. The application was denied 
without prejudice. 
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In my dissent from that order, I 
pointed out that the Commission had 
erred in the following particulars: 

(1) In failing to make basic find- 
ings of fact supported by the evidence 
in the record. 

(2) In holding that the evidence in 
the record does not justify a finding 
that the sale of six tokens for 50 cents 
constitutes an unjust or unreasonable 
discrimination. 

(3) In failing to find and to hold 
that the existing rates charged by the 
Capital Transit Company are dis- 
criminatory. 

(4) In failing to find that large 
numbers of persons in low income 
groups do not have 50 cents at any one 
time available for payment for trans- 
portation, though they may have 25 
cents at such times for such purpose. 

(5) In failing to find that the dis- 
crimination in the existing rates works 
a hardship on persons in low income 
groups and are therefore unjustly dis- 
criminatory. 

(6) In failing to find that there is 
no justification from the operating or 
financial standpoint of the Capital 
Transit Company for refusal to sell 
tokens at the rate of three for 25 cents. 

(7) In failing to hold that the Cap- 
ital Transit Company has failed to 
show that the relief sought by the ap- 
plicants would result in a substantial 
diminution in the company’s gross 
revenues. 

(8) In failing to hold that the dim- 
inution, if any, of the company’s gross 
revenue has no relevancy in this pro- 
ceeding. 

(9) In denying the application. 

An application for reconsideration 
was filed by the Fort Davis Citizens’ 
47 PUR(NS) 
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Association, which was granted on 
December 18, 1942, and the matter 
was set for hearing on January 12, 
1943. 

At a prehearing conference held on 
December 30, 1942, and at the hearing 
on January 12, 1943, counsel for the 
petitioners and for the Capital Trans- 
it Company agreed that the evidence 
relating to the effect of the proposed 
change on the finances, revenues, or 
earnings of the company was irrele- 
vant in this proceeding. The evidence 
introduced by the company with ref- 
erence to the alleged diminution in 
revenue, should the application be 
granted, must, therefore, be disregard- 
ed. For the purposes of this case, we 
must proceed on the assumption that 
the company is not operating at less 
than a fair return, and that the sale 
of three tokens for 25 cents will not 
result in compelling the company to 
operate at less than a fair return.! 

This leaves for consideration items 
(1) through (5), above stated, also 


the question whether the change in the 
sale of tokens would be justified from 
an operating, as distinguished from 
the financial, standpoint of the com- 
pany, i. e., whether the proposed 
change would result in more efficient 
operation of the street cars and bus- 
ses. In my former opinion I pointed 
out that the evidence in this respect 
fell far short of proof. The addition- 
al evidence adduced at the rehearing 
has not supplied the necessary ele- 
ments of fact to arrive at the conclu- 
sion that the proposed change would 
result either in more efficient or less 
efficient transportation. 

Error No. 1, above stated, raises 
only a question of law. A mere glance 
at Order No. 2278, supra, will dem- 
onstrate that no findings of fact based 
upon the evidence had been made, 
which would support the order. 

Error No. 2 raises a question of 
law as to the sufficiency of the evidence 
to warrant a finding as to discrimina- 
tion. 





1This is by no means a violent assump- 
tion. It is a matter of common knowledge 
that due to war conditions the amount of 
transportation in the District of Columbia has 
increased tremendously; that the amount of 
equipment used and useful to meet this in- 
creased demand has not increased to the same 
extent, nor have the operating expenses in- 
creased in the same proportion. In my dis- 
sent from Order No. 2468, issued on Janu- 
ary 5, 1943, 47 PUR(NS) 41, I pointed out 
that upon a computation made by the Chair- 
man of this Commission, the company’s rate 
of return for the twelve months ended Sep- 
tember 30, 1942, was 6.4 per cent, but that 
this was a ratio between the net operating 
revenues, as reflected on the company’s books, 
and an estimated rate base which consisted 
of $24,000,000, found by the Commission to 
be the “fair value” of the property as of De- 
cember 31, 1935, plus net additions since that 
time, plus materials and supplies, without any 
deductions for depreciation of that property 
since January 1, 1936. I also pointed out 
that if the property were, at the present time, 
treated as being in a 51 per cent condition, 
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as represented by the Commission’s chief en- 
gineer, this 6.4 per cent would actually be 
9.79 per cent. Upon computations I had 
made, taking as the base the estimated orig- 
inal cost of the property, less the deprecia- 
tion reserve, but applying the operating reve- 
nues and expenses as per the company’s books, 
the rate of return for the same period would 
be 7.83 per cent; and if the property were 
regarded as being in a 51 per cent condition, 
the rate of return would actually be 10.14 per 
cent. I further pointed out that if we were 
to omit from operating expenses some few 
of the larger items which should not enter 
into the computation of the rate of return, 
then the present rate of return is 12.7 per 
cent, but that if we regarded the property as 
being in a 51 per cent condition, the rate 
would be 16.51 per cent. In these circum- 
stances, one does not have to burn the mid- 
night oil to arrive at the conclusion that any 
change in revenue due to the sale of tokens 
at the rate of three for 25 cents, instead of 
six for 50 cents, would not cause the Capital 
Transit Company to operate at an unreasona- 
bly low or confiscatory rate. 
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Errors Nos. 3, 4, and 5 resolve 
themselves into these two questions of 
fact: (1) Is there a difference in the 
payment of six tokens for 50 cents, 
as distinguished from three tokens for 
25 cents; and (2) Does this difference 
operate unfairly or unjustly on any 
classes of passengers in the District of 
Columbia ? 

In addition to the evidence intro- 
duced at the original hearing, testi- 
mony on these points was presented 
at the rehearing. Representatives of 
various organizations and persons fa- 
miliar with large numbers of people 
in the low income groups have testi- 
fied that there is a substantial differ- 
ence between requiring a person to 
spend 50 cents at one time for trans- 
portation and requiring him to pay 25 
cents for transportation at any one 
time, in order to avail himself of the 
84 cents rate, rather than pay 10 cents 
for a single ride. This, therefore, es- 
tablishes that there is a difference. 
The same witnesses also testified that 
concurrently with this difference there 
is a hardship which is imposed upon 
persons who are in the lower income 
brackets, because whenever they do 
not have as much as 50 cents available 
for transportation, they cannot avail 
themselves of the privilege of pur- 
chasing tokens, and must pay 20 per 
cent more for a single ride. 


These facts were not denied by the 


Capital Transit Company. It intro- 
duced no evidence whatever on this 
question. Its position is based on the 
argument that whatever may be the 
differeyces in the effect on the passen- 
gers, whatever may be the hardship 
incident to the requirement of sales of 
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six tokens for 50 cents, rather than 
three tokens for 25 cents, the differ- 
ence is applicable equally to all persons 
whether they are rich or poor. It 
seems to me that this is equality in 
form, but not in substance. The evi- 
dence showed that while persons in the 
higher income brackets may at times 
be short of change and may find them- 
selves obligated to pay 10 cents for a 
single ride, rather than purchase to- 
kens, this is an infrequent occurrence, 
and the result is only a slight incon- 
venience. With persons of the lower 
income brackets, the experience of be- 
ing without as much as 50 cents avail- 
able for transportation is by far more 
frequent, and the effect of paying 10 
cents, rather than 84 cents, is not a 
mere slight inconvenience but is an 
actual hardship. 

Is this a discrimination? To dis- 
criminate means “to make a difference 
or distinction” (Webster’s New In- 
ternational Dictionary.) <A _ differ- 
ence or distinction is made when a per- 
son is required to pay 10 cents, rather 
than 84 cents, per ride. A distinction 
is thus set up. Whether it is based 
upon the amount of money presented 
at one time, or because of any other 
reason, does not remove the fact that 
there is a difference or distinction. 
Discrimination also means “a distinc- 
tion, as in treatment; esp., an unfair 
or injurious distinction” (Webster’s 
New International Dictionary). The 
evidence shows that the difference or 
distinction inherent in the cash fare 
and the sale of six tokens for 50 cents 
does result in a distinction in treat- 
ment which is unfair or injurious to 
large classes of persons. 
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It would serve no useful purpose to 
make a speculative analysis of the ma- 
jority opinion in an effort to deter- 
mine how the Commission finds upon 
“the weight of evidence” (Sic!) that 
there is no discrimination, or what 
“conflicting evidence” there was, when 
in truth and in fact the evidence over- 
whelmingly showed discrimination and 
hardship, supplemented by evidence of 
one witness who said that he had not 
heard of any complaints and by evi- 
dence of another witness, apparently 
by no means of low income, who 
echoed the suggestion of the Capital 
Transit Company that the poor peo- 
ple should save from their earnings 
enough to pay the company 50 cents 
at a time. The evidence also showed 
that it was much easier for a rich man 


to tell a poor man to save, than it is 
for the latter to do so. 

It would also serve no useful pur 4 
pose at this time to speculate what the © 
Commission means by ordering this | 
change “for a trial period.” If all it © 
means is that this order shall be in © 
effect until further order of the Com- | 
mission, the answer is that all orders ~ 
of the Commission are subject to fur- — 
ther orders. 

However, as the matter stands, the 
Capital Transit Company is ordered ~ 
to sell tokens at the rate of three for | 
25 cents, and for this reason I concur © 
in the action of the Commission, 
which incidentally removes the dis-— 
criminatory effect of the rate struc- 
ture to this extent. 
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NEVER BEFORE SO MUCH PRACTICAL 
HELP FOR ELECTRICAL ENGINEERS 
IN A SINGLE VOLUME... 


is the great standard reference work for all in the \ DARD 

cal engineering profession or whose work in in- Nn 

or engineering touches on this field. Its 2303 UBOOK 
present a handy-reference compilation of prac- 1 

usable data from all fields of electrical engineer- te 

actice, plus the most frequently required funda- (RIC ING 
| theory, units, and systems of measurement, made NEERS 
dable by the work of more than 100 engineers, 

sts, teachers, and other authorities. 


ANDARD HANDBOOK ee 26 BIG SECTIONS 


JW Units and Conversion Factors 
0 r mm Electric and Magnetic Circuits 


Measurements 


Properties of Materials 
Cireuit Elements 
Transformers, Regulators and Reactors 


Prepared by a Staff of 102 Specialists Diret-curront Generators and oe 
ec ers an onver' 

RCHER E. KNOWLTON, Editor-in-Chief Prime Movers. 

sociate Editor for Engineering, Electrical World Power System Electrical Equipment 

Power Transmission 


ition, 2303 pp., 6x9, 1700 illus., 600 tables, $8.00 Te icing Design <= Commercial and Industrial 
A Buildings 

preatly improved in size and make-up as well as BW industrial, Power Applications 
matter—revised from end to end—with new Electricity’ py oe ey 

I, whole new sections added—more contributors — ipssceeaaiaias 
Standard continues as the one indispensable ng Fy 

ce tool of the electrical engineering profession. aoe one Seeded Pratiecs 

Electrophysics 











ESIGNED TO USERS' SPECIFICATIONS 


s to revision, a large number of users of past 
s were consulted as to what they would like the 
ition to be. Asa result of their suggestions, this —accepted formulas and experimental data 
dition contains such improvements as more em- * . : 
on handy-reference compilation of usable facts —_ Fee ee ee 
A " mercial performance 
ptorical material, and more data about equip- —principles and practice of assembling such ap- 
materials, and practices, more sources of in- paratus into systems 
standards, codes and specifications, and ex- —criteria and results in applying electricity in va- 
panded index, as well rious industries, etc. 
as complete revision of —the information you want in the form you can use 
EDITION | subject matter to boop ne Diane euring “vital iaformation, as- 
a quily revised = of current prac- — — se best results in handling a wide 
r variety of problems. 


USE THIS CONVENIENT ORDER COUPON 


PUBLIC UTILITIES FORTNIGHTLY, Munsey Bidg., Washington, D. C. 

Please send me a copy of the new 7th edition of Standard Handbook for 

Let Engineers postpaid. | enclose $8.00 in [] check [] money order 
cash. 


WHAT THE NEW STANDARD GIVES YOU 


—definitions, conversion factors, physical and math- 
ematical principles 
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) Industrial Progress 


Selected information about products, supplies and 


services offered by manufacturers. Also announce- 
ments of new literature and changes in personnel. 


Equipment Notes 


Metal Cleaning Tank 

For fast, economical cleaning and degreasing 
of metal parts and products Aeroil Burner 
Company, Inc., West New York, N. J., offers 
the Dipmaster, Jr., a portable, insulated, 
electrically heated dipping tank. The tank has 
a capacity of 15 gallons of solution. The heat- 
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The Dipmaster, Jr. 


ing element is located inside on the bottom of 
the tank where it is completely submerged. It 
can be removed whenever any cold solutions 
are used or the bottom of the tank is to be 
cleaned. Average heating time from a cold 
start to boiling point (212°F.) is only 14 hours. 

The unit is mounted on casters and is ready 
for instant operation by simply plugging it in 
on 110 or 220 volt ac or de. 

Standard equipment furnished with the Dip- 
master, Jr. includes two dipping baskets, in 
which the parts are placed, each measuring 
113 in. long, 112 in. wide, and 8 in. deep; a 
bi-metal type thermometer registering a tem- 
perature range of 100-600° F. and a thermo- 
static control of the rigid, shock-proof type, 
equipped with a dial and knob to shut off the 
heating element manually and to maintain au- 
tomatically any desired temperature between 
100-550° F.; also a draw-off cock for empty- 
ing the tank. 


G-E Announces New Line of Evaporative 
Condensers and Evaporative Coolers 


By redesigning the General Electric evapora- 
tive condenser line to use a minimum of critical 
materials, and to increase the adaptability of 
the units to essential wartime industrial ap- 
plications, engineers of the company’s air con- 
ditioning and commercial refrigeration divi- 
sions have created a new line of evaporative 
coolers and condensers. 

‘Consisting of various combinations of two 
basic assemblies—the spray cooler assembly 
and the fan assembly—the new line is a radi- 
cal departure from. previous design. For 
evaporative condenser models, an externall) 
mounted refrigerant receiver is supplied. 


Case Reveals Any Attempt to 
Tamper with Extinguisher 

To reveal instantly any attempt to tamper ° 
with fire extinguishers, American-LaFrance- 
Foamite Corporation, Elmira, N. Y., have in- 
troduced a new inexpensive extinguisher case, 
known as the Tampless Case. 

Constructed of non-critical, tough cardboard 
stock, it safely houses the extinguisher from 
the reach of unauthorized persons, and yet 
allows of instant removal for legitimate use 
One quick pull on a sealed string breaks 
through a gummed paper sealing strip and 
permits the Tampless Case to unfold. The ex- 
tinguisher can immediately be lifted from its 
bracket. 

The Tampless Case can be reused. Simply 
reservice extinguisher, replace, fold case, and 
reseal. 

Information on the front of each Tampless 
Case shows the classes of fire on which ex- 
tinguisiiers should be used, and the kinds of 
fires on which they should not be used. Clear, 
concise instructions also show how each ex- 
tinguisher should be operated. 


New Glass Thermometer Manufactured 


An entirely new thermometer is announced 
by the American Schaeffer & Budenberg in- 
strument division of Manning, Maxwell & 
Moore, Inc., Bridgeport, Conn. Although 
originally designed as a means of conserving 
the critical copper used in cast bronze cases, it 
has resulted in a significant advance in the 
manufacture of industrial thermometers, ac- 
cording to the manufacturer. p 

It is claimed that the new thermometer 1n- 
corporates all the major design improvements 
which had been accumulated over the years. 
The scales and tubes are located in a manner 
which produces greatest readability, and a new 
method of making the scale has been developed 
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How To 
SIMPLIFY 
TU: 

OF 
War BONDS 
Ke) 
EMPLOYEES 


‘AR BOND paper work has been standardized by the Treasury 
Department and need not create a new problem if properly 
organized. 

Basic requirements are speed of issue, legibility and accuracy... 
essentials to all financial documents. 

Just as thousands of other employers are doing this work with the 
help of their Addressographs, you can undoubtedly adapt your 
present equipment to War Bond issuing in ad- 
dition to the work it already is doing. 

With Addressograph, all prescribed informa- 
tion about owner, co-owner and beneficiary 
is established once and audited once. From then 
on, the procedure flows mechanically. Every 
Bond issued is accurately inscribed, perma- 
nently legible and gets to the employee faster. 
For details write for our free booklet. 


This is only one of many extra jobs your Addressograph equipment can 
do for you. Consider its further application in connection with Controlled 
Materials Plan, Withholding Taxes, Absenteeism, Government Contract 
Requirements and similar problems. A trained Addressograph represent- 
ative will be glad to explain how. Call or write nearest agency, or write 

















ADDRESSOGRAPH DIVISION 
ADDRESS OGRAPH-MULTIGRAPH CORPORATION 
CLEVELAND, OHIO 





Addressograph is a trade-mark registered in the United States Patent Office 
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Equipment Notes (Cont'd) 


which produces a more legible and better look- 
ing scale than has ever been available before. 
The scale is black with yellow figures while 
the tube is red-reading mercury. 

Further details in regard to this improved 
pressed-steel case thermometer may be had by 
writing direct to the manufacturer. 


New Voltage Stabilizer 


General Electric has announced a new volt- 
age stabilizer which provides a constant out- 
put of 115 volts from circuits varying be- 
tween 95 and 130 volts. 

This stabilizer is insensitive to load power 
factor. It is not affected by variations in load 


from no load to full load or by changes in 
power factor from unity to 0.8 lagging. It is 
completely seli-protecting, and will operate 
continuously throughout the range from open 
circuit to short circuit without damage. 

The new stabilizer can be applied wherever 
close voltage regulation is requisite to good 
operation—in radio transmitters, electronic- 
tube apparatus, motion-picture sound equip- 
ment and projectors, telephone apparatus, X- 
ray machines, photo-cell equipment, and in the 
calibration of meters, instruments and relays. 
Ratings from 50 va to 5,000 va are available. 

Publication GEA-3634 describes the new 
voltage stabilizer in detail. 


Goggle Cleaning Station 


Mine Safety Appliances Company announces 
a Goggle Cleaning Station which has been de- 
signed to encourage workers to wear their 
goggles and to keep them clean. 

Designed for convenient wall mounting 
throughout the plant, the unit consists of a 
compact case equipped with Fogpruf—an 
efficient lens cleaning and anti-fogging agent 
—and optical wiping tissues. 

A tap on the inverted vial sprays Fogpruf 
on the goggle or spectacle lens. Cleaning tis- 


“"MASTER*LIGHTS" 
® Portable Battery Hand Lights. 
© Repair Car Roof Searchlights. 
© Hospital Emergency Lights. 
CARPENTER MFG. CO. 


197 Sidney St., Cambridge, Mass. 
**MASTER*LIGHT*MAKERS" 











sues are pulled from the opening in the top of 
the station, and may be discarded in a re. 
ceptacle in the lower part of the case. 
Further details are available in Bulletin No. 
CE-20, copies of which may be obtained from 
Mine Safety Appliances Company, Braddock, 
Thomas and Meade Streets, Pittsburgh, Pa, 


New Portable Test Kit for. 
Network Protectors 


To test relays and electrical operation of 
125/216 volt secondary network protectors, a 
new portable test kit has been announced by 
Westinghouse Electric & Mfg. Company. 

The kit is designed for routine testing in the 
field. Variable currents and variable voltage 
for relay testing and mechanism operation are 
obtained by means of fixed resistors, a trans- 
former, and a variable auto-transformer de- 
signed for smooth, continuous control of yolt- 


age. 


New Three-Lamp Ballast for 
Fluorescent Lighting : 
The development of a 3-lamp, 40-watt, high- 
power-factor ballast for fluorescent lighting of 
war plants has been announced by the General 

Electric Company. 

Formerly, a 3-lamp fixture—which employs 
three 40-watt Mazda F lamps set side by side 

required two ballasts, one Tulamp 40-watt 
and one single-lamp, high-power-factor 40- 
watt. 

The new ballasts are designed to operate on 
lighting circuits of 110-125, 199-216, 220-250, 
and 240-280 volts. Power factor is 90 per 
cent or above. Supplement No. 3 to GEA- 
3293D describes the new ballast in detail. 


Model B WIM Identification Unit 


Photographic Equipment, Inc., announces the 
manufacture and distribution of its new Model 
B WIM photographic identification unit which 
makes the taking of identification pictures at a 
moment’s notice possible. The WIM unit has 
been designed to meet exacting requirements, 
the company reports, for proper photographic 
identification, even though trained personnel is 
not available to operate it. As many as 1,000 
pictures can be taken in an eight-hour day. 
There are 24 exposures on each film roll, and 
loaded magazines can be inserted in the camera 
in seven seconds or less. 

A handy fingerprint outfit can be attached to 
the platform behind the camera, offering quick 
and efficient service when fingerprints are 
needed. The fingerprint equipment is optional 
at a slight additional cost. 


Pinco Announces New Bushing Line 


The Porcelain Insulator Corporation of 445 
Main St., Lima, New York, has aiinounced a 
new line of Pinco dry type equipment bush- 
ings for use on voltages from 7.5 kilovolts up 
to and including 25 kilovolts. For use with 
currents up to 400 amperes, flanges are of high 
quality galvanized electric furnace, annealed 
malleable iron. For services above 4 
amperes these bushings are furnished with 
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Cast down your bucket! 


ost at sea for many days a ship suddenly sighted 
p vessel. From the unfortunate ship’s mast a signal 
as given, “Water, water; we die of thirst!” ‘The 
distant vessel at once replied, “Cast down your 
ucket.” And again the signal, “Water, water, we 
lie of thirst!” Back came the answer, “Cast down 
jour bucket where you are.” Again and again the 
kame signal; the same reply. Finally in desperation 
he captain of the distressed vessel cast down a 
ucket. It came up full of fresh, flowing water 
tom the mouth of the mighty Amazon River. 


ast your bucket right in your plant, right in your 
helds of operation. Check your flow lines and dis- 


cover what your valve costs really are. Then let 
Nordstrom Valve engineers prove the definite sav- 
ings you can make by replacing costly-operating 
valves. By use of Nordstrom Multiport Valves you 
can invariably save extra piping, extra fittings, and 
make one or two valves do the work of three or 
four. Perhaps your valve replacements have been 
all too frequent. Then consider the extended life of 
Nordstroms. They conclusively prove their economy, 
even when their initial cost is slightly more than 
that of ordinary valves. So again we say, “cast 
your bucket” for Jower valve costs on all your ‘flow 
lines. A signal to Nordstrom engineers is sufficient. 


ORDSTROM LUBRICATED VALVES 


MERCO NORDSTROM VALVE CO. 
A Subsidiary of Pittsburgh Equitable Meter Co. 
WORLD'S LARGEST MANUFACTURERS OF LUBRICATED PLUG VALVES; GASOLINE, OIL AND GREASE METERS 
Main Office: 400 Lexington Ave., Pittsburgh, Penna. 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 





38 INDUSTRIAL PROGRESS—( Continued ) 


bronze flanges. Other types are furnished on 
special request. 

The bushings themselves are made up of 
standard Pinco high voltage, high quality por- 
celain. Special attention is paid to the rela- 
tion between porcelain and metal at the 
cemented areas and to the alignment of flanges 
and terminals. 

All joints are properly gasketed and every 
bushing before being approved for shipment 
is given a lengthy, carefully checked test under 
substantial pressure to make sure that it will 
be satisfactory for operation under either oil 
or gas conditions. They are furnished in 
either draw lead or fixed type terminals as 
specified by the customer, both types being 
carried in stock in quantities for immediate 
delivery. 

ye 


Catalogs and Bulletins 


War Standard for Protective Lighting 
Of Industrial Properties 

To cut down the danger of theft or sabotage 
in industrial plants the American Standards 
Association has developed a War Standard for 
Protective Lighting of Industrial Properties. 

Intended as a guide for outdoor protective 
lighting to those whose responsibility it is to 
provide for plant protection from theft and 
sabotage, the standard sets forth the principles 
involved, the chief areas to be lighted, and the 
minimum degree of illumination considered 
necessary for the detection of persons bent on 
theft or sabotage. It also recommends pro- 
cedure to be followed in preventing sabotage 
to vital buildings, structures or equipments. 
The standard is illustrated with figures, dia- 
grams, and tables which clarify the text and 
graphically show the types of lighting needed 
for fenced boundaries, water front boundaries, 
~ pedestrian and conveyance entrances, open 
yards, outdoor storage spaces, etc. In the ap- 
pendix, suggestions are given for obtaining the 
performance prescribed in the specifications. 


“Wartime Conservation” 


“Wartime Conservation,” a new 96-page 
booklet just published, contains recommenda- 
tions by Westinghouse engineers for selecting, 
applying and using electrical equipment so as 
to achieve the best possible output with the 
greatest saving in critical materials. 

The book covers up-rating of motors, 
thermal temperature loading of transformers, 
industrial network systems, line equipment and 
materials; and gives tips on saving and sal- 
vaging materials as practiced in the various 
Westinghouse plants. 

In addition to pointing out ways of saving 





DICKE TOOL COMPANY 
DOWNERS GROVE, ILL. 


Manufacturers of 
Pole Line Construction Tools 
They’re Built for Hard Work 











vital materials in new equipment purchased, 
the booklet gives many examples of how ex- 
isting equipment can be made to give better 
service and greater output by up-rating or re. 
building with more efficient materials than 
originally used. 

All recommendations in this new book are 
in line with policies suggested by the W.P.B. 
for the conservation of critical materials, A 
copy of booklet B-3206 may be secured from 
Department 7-N-20, Westinghouse Electric & 
Mfg. Co., East Pittsburgh, Pa. 


Lathes 


South Bend Lathe Works announces the 
publication of the following new catalogs: 

Catalog No. 10, an 8-page file-size catalog, 
illustrates and describes South Bend 10 in. tool- 
room lathes and 10 in. quick change gear 
lathes in both floor leg and meta! bench models. 
Attachments, accessories, and tools for use 
with these lathes are also listed. 

Bulletin H4, entitled “Keep Your Lathe in 
Trim,” contains data on lathe maintenance, 
lathe tests, and adjustment. 

Copies of these catalogs may be obtained 
from South Bend Lathe Works, South Bend, 
Indiana. 


Substations 


A 36-page illustrated bulletin, Master Unit 
Substations (GEA-3800) has been issued by 
General Electric Company. The booklet de- 
scribes and illustrates numerous advantages 
offered by this type of substation in which all 
parts are fully codrdinated assuring depend- 
able performance. 

Three highly important savings in materials, 
time and money are clearly depicted. A list of 
some of the 50 utilities with large and small 
systems that are using G-E unit substations 
is given together with numerous illustrations 
of typical installations. Data covering typical 
specifications also are included, 
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G-E Salvages 388,300,000 Pounds 
Of Scrap During 1942 


General Electric plants during 1942 salvaged 
388,300,000 pounds of scrap for reuse in war 
production, H. J. Beattie, of the companys 
general manufacturing organization, an- 
nounces. The scrap saved would fill every car 
in more than 100 average freight trains. 

Four-fifths of the total was shipped to steel 
mills, foundries, smelters and other large 
users of iron, steel and nonferrous metal scrap. 
The remainder was used in company opera- 
tions. 


ASHVE Appointment 

The appointment of Carl H. Flink as tech- 
nical secretary of the American Society of 
Heating and Ventilating Engineers has been 
announced by President M. F. Blankin. In this 
position Mr. Flink will be responsible for the 
coordination of technical committee work and 
assist in the compilation of codes and standards 
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COMING, 


Men and power carve road of destiny 
through mountains, mud, wilderness 


* * * 


Far out on the Northwest border of 
the Americas lay Alaska—stepping stone 
between the hemispheres. When war 
came, we saw that Alaska was, as some 
had said, “the most strategic land on 
earth.” A route must be built through 
the wilderness to hold this land. A route 
for armies, arms, ammunition . . . for 
defense ... for offense! Not at our own 
sweet time, but NOW! 


The Alcan Highway, started in a 
moment of supreme danger, is destined 
to become a mighty achievement. It is 
truly a Victory Road, born of war and 
dedicated to peace. 


ALASKA! 


Alcan is a busy truck highway now, a 


- road which trucks are building for truck 


trafic. Night and day, husky Interna- 
tional Trucks are bearing a gigantic 
burden, hauling capacity loads of rock 
and gravel as the highway advances. 
They help keep vital supplies moving 
through wilderness . . . hauling fuel, re- 
pair parts, water, a vast tonnage of me- 
chanical equipment, and food for an 
army of men. 


The Alcan Highway demands much of 
trucks. Only the toughest can take it. 
Once again International Trucks prove 
their stamina, as they are proving it on 
other roads and battlefronts of the 
world. 


INTERNATIONAL HARVESTER COMPANY 
180 North Michigan Avenue, Chicago, Illinois 
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and work closely with the Guide Publication 
Committee in the preparation of this annual 
reference book of the Society. He will be at 
the headquarters office of the Society, 51 Madi- 
son Avenue, New York. 


G-E Safety Record Three Times 
Better Than in 1929 

General Electric Company employees are 
working three times more safely today than in 
1929, the company’s previous peak production 
year, according to George E. Sanford, chair- 
man of G-E’s general safety committee. 

Although there were more than twice as 
many employees, thousands of them new to in- 
dustry, only four-tenths of one day per 1,000 
hours worked was lost during 1942, as against 
one and one-fourth days in 1929, Fatalities 
were reduced from 10 in 1929 to five last year. 


W.J. MclIlvane Appointed 
Copperweld Vice President 

S. E. Bramer, president of Copperweld Steel 
Company, has announced the appointment of 
William J. MclIlvane as vice president in 
charge of sales and assistant to the president. 
Mr. MclIlvane was formerly general manager 
of sales for Copperweld. 


New Appointments at Sylvania 
The appointment of Don G. Mitchell as vice 
president in charge of sales of Sylvania Elec- 


— . 


tric Products Inc., was recently announced by 
Walter E. Poor, executive vice president. ~ 

This is a newly created office established to 
plan and direct the distribution and merchan- 
dising of all Sylvania products. 

Robert H. Bishop has been named general 
sales manager of the lighting division with 
headquarters at the New York office, 500 Fifth 
Avenue. 

Mr. Bishop, formerly Eastern sales manager 
of the lighting division, replaces Charles G, 
Pyle who recently resigned to become manag- 
ing director of the National Electrical Whole- 
salers Association. 


Stanley Divisions Win Army-Navy Award 

Stanley Hand Tools and Stanley Electric 
Tools, divisions of The Stanley Works, New 
Britain, Conn., were recently presented with 
the Army-Navy Production Award for Excel- 
lence in War Production. 

Both companies are continuing to make 
their regular lines of tools which have been 
classified as essential to the war effort, and 
are being supplied to all branches of the 
armed service. 


Miniature Steel Mill Solves Plane Problem 

A baby steel mill that turns out ingots 
weighing only 13 pounds is playing an impor- 
tant part in America’s expanding warplane pro- 
gram, officials at the Westinghouse Research 
Laboratories disclosed recently. 
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MODERN M 


ETERING 


THE cooperation of the electric 
industry with the watthour meter manu- 


ers has kept the design and develop- 


of the modern watthour meter well 


of metering requirements. Thanks to 


rative spirit, watthour meters will 
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VARNISHED CAMBRIC - RUBBER POWER CABLES 


A Long War om «a Short War — 


CRESCENT 


WIRE AND CABLE 
Will’ Continue To Meet The Need 





- BARE WIRE 
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MAGNET WIRE 


Wherever CRESCENT Wire or 


Cable is put into service, there you 


S$au09 ATGIXaTd 


may be sure is a product which com- 


bines the best in materials that can 


SERVICE ENTRANCE CABLE 


be had, with the experience and 
skill of men and women whose lives 
are devoted to the production of 


insulated wire and cable. 





100% PRODUCTION FOR WAR! 





CRESCENT INSULATED 
WIRE & CABLE CO. 


CRESCENT 


PERMACORD WIRE ane CABLE CRESFLEX 


Heavy- - 
iL autanen na Factory: TRENTON, N. J.—Stock im Principal Cities a 


& Cable Cable 
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RESCENT ENDURITE SUPER-AGING INSULATION - WEATHER-PROOF WIRE 
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Howard Scott and William Johnson, West- 
inghouse research metallurgists, used the mill 
to replace a thermometer manufacturer’s 
dwindling supply of Kovar, a special metal 
alloy, and avert a threatened break in produc- 
tion of temperature gauges for bomber and 
fighter planes. 


Materials and Time Saved 
In Rectifier Manufacture 

By substituting welded steel pipe for copper 
tubing, and by eliminating fittings in favor of 
welding, a saving of 20,000 pounds of copper 
was achieved in its manufacture of power 
rectifiers during 1942, the General Electric 
Company has announced. In addition there 
was a reduction of some 2,500 man-hours. 

Further savings in both material and time— 
33,200 pounds of copper and 600 man-hours— 
were effected by a redesign to improve the 
arrangement of cathode busbars of the recti- 
fiers. 

Steel was also saved. Substitution of steel 
plate construction for channel yielded savings 
of 6,400 pounds of steel and 2,700 man-hours in 
manufacturing rectifier bases. 


R. H. Knipping Joins 
Power Specialty 

The Power Specialty Company of Houston, 
Texas announces the association of R. H. 








Corpus Christi territory which he covered 
some years ago. 

Power Specialty Company are the agents for 
Centrifix Corp., Cochrane Corp., Erie City 
Iron Works, Foster Engineering Co., Hays 
Corp., J. E. Lonergan Co., Lummus Co., R-S 
Products Corp.,-and Thomas C. Wilson, Inc 


GMC Scrap Collection Stepped 
Up 47 Per Cent 
Three hundred and sixty-two freight cars 
and five hundred and thirty-nine trucks, loaded 
to the top with vital scrap materials, were 
shipped out of the General Motors Truck and 
Coach factories at Pontiac, Michigan, last year. 
According to I. B. Babcock, president, the 


. truck company broke all salvage records in 


1942, collecting a total of 43,553, 210 pounds of 
materials which were turned back into scraf 
processing channels. This was 47 per cent mo 
than in any previous year. 


M. M. & M. Opens Oklahoma Plant 
Manning, Maxwell & Moore, Inc., manu- 
facturers of Consolidated safety and relief 
valves, Ashcroft gauges, American glass and 
dial thermometers, American industrial ir 
struments, and Hancock valv es, with plants a at 
Bridgeport, Conn., Boston and Muskegon, 
Mich., have opened a new plant in Tulsa, Okla- 
homa, to manufacture oil relief valves. 
Hugh A. Brightwell will represent the 








Knipping with the firm as a member. He will products of their four Bridgeport divisions in 
shortly take over the San Antonio, Austin, the Tulsa district. 


















e Whatever the demands of the gas in- 
dustry may be, Connelly is equipped 
to meet them. With our new laboratory for scientific 
testing of purification materials and greatly increased 
facilities for the production of Iron Sponge, Governors, 
Regulators, Back Pressure Valves and other equip- 
ment for gas purification and control, Connelly is at 
your service, ready for any emergency. 


Under the able management of Mr. A. L. Smyly, pic- 
neer in gas purification and pressure regulation, this 
organization has continued its leadership in the field, 
and the fact that Connelly products are standard in 
hundreds of the leading gas plants of the country is 
indicative of the service rendered. 

















@ Mr. a he ey 
Presi 
Gonneliy Iron 
jponge 
Governor Co. 
















IRON SPONGE and GOVERNOR Company 
CHICAGO, ILL ELIZABETH N. J 







Conuelly 


Mention the FortNicHTLY—It identifies your inquiry 





APR. 15, 1943 





April 15, 1943 Public Utilities Fortnightly 














Ff 


vo 


ME tetus help you. Our trained men and special equipment 


combine to help you meet today’s increased demand for 
power. Whether yours is a problem of erection or main- 
tenance . . . regardless of distance or terrain . . . you'll find 


Hoosier service efficient and economical. 


ERECTION and MAINTENANCE OF TRANSMISSION LINES 
NEW YORK 46 S. FIFTH ST., COLUMBUS, OHIO CHicaco 
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Now Available 


PUBLIC UTILITY 
REGULATION 
IN 
WARTIME 


A Volume Containing the Entire 1942 Convention Proceedings 
of the 


NATIONAL ASSOCIATION OF 
RAILROAD AND UTILITIES COMMISSIONERS 


Including round-table discussions and reports on other timely and 
important subjects: 


Effect of War Taxes Upon Utility Regulation—Present and Post-War Utility 
Regulation—Relations Between Federal War Agencies and State Regu- 
latory Commissions—Wartime Transportation Problems—Service 
Company Costs—Uniform Power Factor Clauses in Electrical 
Rate Schedules and Fuel Adjustment Clauses in Utility 
Rate Schedules—Telephone Separation Studies— 

Utility Finance — Accounting and Valuation 
Problems—These and others 


$6.00 
COMMITTEE REPORTS SEPARATELY PRINTED AND OTHER 1942 PUBLICATIONS 
OF THE NATIONAL ASSOCIATION OF RAILROAD AND UTILITIES COMMISSIONERS 
Public Utility Financing in Wartime 
Progress in Public Utility Regulation 
Developments in Regulatory Law 
Service Company Costs 
“Does the Decision in the Natural Gas Pipeline Company Case Lay the Ghost of Smyth 
v. Ames?”, Address of General Solicitor Benton 
Second Annual Report of Committee Cooperating With the Federal Communications 
Commission in Special Telephone Studies 
Amendments and Interpretations Telephone Accounting System 
Accounting Procedures Requiring Commission Approval 
Interpretations of Uniform System of Accounts for Electric Utilities, 
Interpretations of Uniform System of Accounts for Gas Utilities G-1, 
Interpretations of Uniform System of Accounts for Water Utilities W- 
W-4, W-5 
Rules Governing Preservation of Records of Electric Utilities ($.50) Gas Utilities ($.50) 


(Where remittance accompanies order we pay forwarding charges) 


NATIONAL ASSOCIATION OF RAILROAD AND 


UTILITIES COMMISSIONERS 
7413 NEW POST OFFICE BLDG. WASHINGTON, D. C._} 




















WENTY FIVE per cent of Neptune’s manpower 

has gone to war. So have men from Water 
Departments all over the country. Those of us who 
remain behind must help these fighting men. 


* Neptune is doing this in two ways . . . directly, 
by producing war materials in our factory . . . and, 
indirectly, by cooperating with Water Departments 
to maintain that operating efficiency which plays 
such a vital part in maintenance of public health, 
fire protection and the supplying of war industries. 


* If your Water Department has problems in 
which the Neptune Meter Company and its 
representatives can be of assistance, we are 
ready and eager to work with you. 


NEPTUNE METER COMPANY - 50 West 50th Street - NEW YORK CITY 
Branch Offices in CHICAGO, SAN FRANCISCO, LOS ANGELES, PORTLAND, ORE., DENVER, DALLAS, 
KANSAS CITY, LOUISVILLE, ATLANTA, BOSTON. 

Neptune Meters, Lid. Long Branch, Ontarie, Canada. 





liar Bonds. thal \GHTING/ 





Public Utilities Fortnightly April 15, 1943 


ee 





PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, design, and construction. « « « 





THE AMERIGAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 


or 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISOO 
and other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
NEW YORK PHILADELPHIA CHICAGO 


PACKARD BUILDING 








pasion DOt0, Bacon « Davis, anc. max» came 


CONSTRUCTION £ 
OPERATING COSTS ngineers INTANGIBLES 
VALUATIONS AND REPORTS 


NEW YORK PHILADELPHIA WASHINGTON CHICAGO 











GILBERT ASSOCIATES, Inc. 


ENGINEERS SPECIALISTS 
Steam, Electric, Gas, Hydro, POWER ENGINEERING SINCE 1906 Purchasing and Expediting, 


Designs and Construction, Serving Utilities and Industrials Rates, Research, Reports, 
Operating Betterments, Personnel Relations, 
Inspections and Surveys, Reading, Pa. Original Cost Accounting, 
Feed Water Treatment. Washington New York Accident Prevention. 














J. H. MANNING & COMPANY 


120 Broadway, New York 
ENGINEERS 


Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizatiens 
Consulting Engineering Mergers 

Public Utility Affairs including Integration 








SANDERSON & PORTER 
ENGINEERS AND CONSTRUCTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
New York Sen Franc 
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Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 














STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * CONSULTING ENGINEERING ° APPRAISALS 


BOSTON «© NEWYORK © CHICAGO « HOUSTON « PITTSBURGH 
SAN FRANCISCO e¢« LOS ANGELES 














THE J.G. WHITE ENGINEERING CORPORATION 
DESIGN © CONSTRUCTION © REPORTS © APPRAISALS 
80 BROAD STREET, NEW YORK 

















BARKER & WHEELER, ENGINEERS JACKSON & MORELAND 


DESIGNS AND CONSTRUCTION — OPERATING ENGINEERS 
DETTERMENTS — COMPLETE OFFICE SYSTEMS — PUBLIC UTILITIES—INDUSTRIALS 


AGEM sais SALS — RAILROAD ELECTRIFICATION 
MAN ant APPOAS RATES DESIGN AND SUPERVISION VALUATIONS 


1) PARK PLACE, NEW YORK CITY ECONOMIC AND OPERATING REPORTS 








BLACK & VEATCH | | JENSEN, BOWEN & FARRELL 


CONSULTING ENGINEERS Engineers 
Appraisals, investigations and _ re- Ann Arbor, Michigan 


ports, design and supervision of con-  P 
struction of Public Utility Properties Apu <i Reports 

470% BROADWAY KANSAS CITY, MO. rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 








EARL L. CARTER J. W. WOPAT 
Consulting Engineer Consulting Engineer 


REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 


Public Utility Valuations, Reports and estig 
Original Cost Studien —_—. we 


910 Electric Building Indianapolis, Ind. 1510 Lincoln Bank Tower Fort Wayne, Indiana 
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TO MEET THE FIRE mS 
ON AMERICA’S AIR FIELDS: 











* Users of Marmon-Herrington Heavy-Duty and con- 
verted Ford All-VW heel-Drive trucks in the construction 
industries, logging, road-building and maintenance, utility, 
mining and oil field services can take genuine pride in the 
part their trucks are playing in building the Alcan High- 
way, the Texas-Illinois Pipe Line and other essential work 
at home and abroad. We are only sorry that more 
Marmon-Herringtons are not available to meet your de- 
mands. But Marmon-Herringtons have “donned the uni- 
form” for the duration, and are helping “pass the ammuni- 
tion” in Africa, Alaska, the Solomons, Russia. China, 
Australia, and New Zealand. Your War Bonds will help 
you buy more trucks when this war is won. 


MARMON-HERRINGTON 


4Au-Wheed-Drive 


MARMON-HERRINGTON COMPANY, Inc. 


CABLE ADDRESS: MARTON e INDIANAPOLIS, INDIANA, U.S. A. 








Steps that guard America! 


He walks alone. 


His footsteps, plodding down 


some unnamed, silent beach, are a trail of protection 


between you and our Axis enemies. 


Within the nation itself, there’s a guardian’s job we 


all can share. By caring for our tools and equipment, 


we make them last longer . . . and so save vital metals, 


and time, for greater war production. 


Storage bat- 


teries, for instance, last longer when you follow four 


simple: rules of conser- 
Obey them and 
you hit the Axis. Buy to 


vation. 


Last.and Save to Win! 


Exide 


BATTERIES 


THE ELECTRIC STORAGE BATTERY CO., Phila., Pa. 


Exide Batteries of Canada, Limited, Toronto 


STEPS THAT GUARD BATTER 


1 


Keep adding approved water at re 
intervals. Most local water is safe. Ast 
if yours is safe. 


Keep the top of the battery and b 
container clean and dry at all times. 
will assure maximum protection of 
inner parts. 


Keep the battery fully charged 
avoid excessive over-charge. A 
battery will last longer when pane 
its proper voltage. 


Record water additions, voltage, 
gravity readings. Don't trust your 

Write down a complete record of 
battery's life history. Compare read 


If you wish more detailed information, o 


a special battery problem, 
write to Exide. 


don't hesitate 
We want you 


life built into every Exide ° 
booklet Form 3225. 
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